
THE INTELLKJENT MAN’S GUIDE TO 
THE* POST-WAR WORLD 



Copyright 1947 by G D. H. (%U 

published Autumn 194^ 
Second impression Autumn 1947 



A GUIDE T® THE POST-WAR WORLD 

A number of the matters discussed in this volume have been 
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by^he same author, especially the following: 

Money, Present and Fnturn. Revised Edition, 1947. (For Bretton 
Woods, the American Loan, and International I’rade and 
Financial Policy.) 

Europe, Russia, and the Future. 1941- (For an anticipation, not 
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of the war «n the political structure of Embpe.) 

Great Britain in the PosUWar World. 1942. (For a similar anticipa- 
tion of the effects of the war on Great Biitain’s economic 
position and political alignment.) 

The Means to Full Ehiployrnent. 1943. (For a fuller discussion of 
the policy and programme required for maintaining full 
employment in post-war Britain.) 

Budding and Planning. 1945. (For the c.s.sentials of I:)uildiug and 
towm and country planning policy.) 

Fabian Socialism. 1943. (For a fuller statement of the creed of 
‘libcraP Socialism which underlies the whole of t he present 
volume.) 

Labour's Foreign Polity. 1946. (,A Mew Statesman pamphlet dealijtg 
particularly with the treatment of Germany and with the 
' question of unity in Western Europe.) 
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PREFACE 

, The writing of this book has been spread over several 
years — for I began it a long time before the fighting was 
over, even in Europe. I think every part of it has been com- 
pletely re-written at least once, and considerable parts of it half 
a dozen times; for I have tried to keep abreast of current develop- 
ments up to the latest possible moment. Whole sections have been 
discarded in order to»make room for others as the centres of 
contemporary importance have shifted; and it has been difficult 
to preserve a fair balance amorl^ the host of subjects claiming 
attention. I let it go^ finally, at lie end of March, 1947, in the 
hope that the selection of topics I Have made will give most 
readers as much of what they want as it is possible to bring 
between the covers of an exceptionally fat volume. I have tried 
to make it easy for them, where they do not want all that I have 
written, to find what chiefly interests them, by providing both a 
rather elaborate Table of Contents and a full Index — which has 
cost a great deal of trouble. 

Ill a ssnse, this volume is a sequel to the trilogy of books which 
1 wrote — two of them in collaboration with my wife — in the 
I 1930’s. This tiilogy began with The Intelligent Man's Guide through 
' World Chaos, published in 1932 and dealing primarily with the 
world situation on the morrow of the World Economic Crisis of 
1931. This work was followed in 1933 by The Intelligent Man’s 
Review of Europe To-day, which was receiving its final revision 
when the Nazis seized power in Germany. The series was com- 
pleted by A Guide to Modern Politics (1934), which gave special 
attention both to German and Italian Fascism and to th'e course 
of political development in Japan, China, and other countries 
J outside Europe. 

* In the present volume, I have for the most part avoided re- 
- peating what was said in the eai’lier books, though some repetition 
has been unavoidable. Consequently, the reader will find here no 
full account of the social and economic systems of the leading 
. . countries — much less of their histoiy, except the most recent of 
all. I have had to limit myself strictly to current affairs and 
_^ndcncies, and to take a great deal of the background for 
‘■*granted, in order tocompi^ss what levanted to Shinto the space 
available. Even so, my book is very Icgig, but nof^early so Icwig 
i • as the tale of the world’s calamities and follies in recent years. 


1 have certain acknowledgments to make: to Rosamund ^ 
Brbadley, for unfailing secretarial help at every stage, Iiclp going 
far beyond what any man could expect of a secretar\- and impos- 
sible to acknowledge in full; to my son, II. J. D. Cole, and to riiv 
wife for collaboration in the body-and-soul-destroyiiig task of 
making the Index, and in other things; to D. B. Hal[K-rn, for in- , 
valuable aid in press-cutting and in the gadiering of .statistics, as 
well as for critical comment on certain sections; and to a number 
of my Fabian and All Souls colleagues, for advice on p.u ticui,|r , 
points. ''.a: S" 

G. D. H. C01.K. b 
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GENERAL INTRODUCTION 


The book to which this is an introduction is addressed 
not experts but to ordinary men and women of intelligence, 
? id especially to those who, during the past few years, have had 
s ant time or opportunity fo keep abreast of current facts and 
ideas, or to study things for themselves in any regular or 
systematic way. It is addressed particularly to men and women 
coming out of the armed forces or the public services,, to workers 
set free from munition factories 5r other forms of war work, and 
to young people whjj are just beginnjng to want to know about 
the facts and tendencies on which they must base their judgments 
in political and economic affairs. In short, it is meant for intel- 
ligent electors — present and future — or rather for as many of 
them as are prepared to go to the trouble of understanding 
a living problem when it is set before them, not in technical 
jargon or in words unnecessarily obscure, but as plainly as it can 
be set without distortion of its real significance. Such simplified 
presentation is not easy to achieve at all points. Some subjects 
are difficult of their very nature; and many more are made 
difficult for ordinary people because the experts have developed 
for discussing them a language which only other experts can 
understand. It is often difficult to unscramble such eggs of 
academic discourse. I cannot pretend that every reader who 
goes so far as to give his mind to this book will find everything 
in it perfectly straightforward and easy. I should only be playing 
false with my readers if I attempted to make it so; for I could not 
do it without consciously suppressing vital parts of the truth. 
What I can claim is that I have taken a good deal of trouble to 
put everything as simply as it can be put without telling lies 
about it, and that I have done my best never to use a hard or 
unfamiliar word when I could do without it, or to use it, when 
I have to, without explaining what it means. 

This book is not an academic treatise. It makes no pretence 
of being a textbook, or of following any formal arrangement 
based on the shape of regular academic studies. But I hope that 
,,^es not make it any the less educational; and certainly I am 
' nowhere in it conscious <af distorting the tjutl<»>:^ any propa- 
gandist end. It is, however, in a senses frankly pr^agandist; for 
it is written defii\itely with a purpose, beyond that of stating 
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what I- believe to be the salient facts. I have written it in the 
hope that it will affect action, at a time when men arc called 
upon to act with decision and when their manner of action h 
more than normally important in its influence on tlu: shape of 
things to come. As I have this in mind, I am under a special 
obligation, to be entirely frank with my reader.s about my own 
point of view- — the assumptions from which I set out to sur\'cy 
the world, the values to which I as.sigu prc-eminoncc. I, have 
accordingly tried to set down, as succinctly as I can, what these, 
assumptions and fundamental judgrinarls of value are; and I put 
them here, right in the forefront of my study, as the best assurance 
I can give of my will to play fair with my readers, and not l o 
lead them,on without giving them the cleare.st indication 1 can 
of the pm-pose of the journey. 

It will be known to some of my readers-that I have been for 
a long time closely connected both with the Socialist movement 
and with academic life. I have been a University teacher, 
holding Socialist opinions, but pui'suing teaching and writing, 
and not ‘practical politics,’ as my professional job. I had never 
stood for Parliament until I consented under pressure to .stand 
for my own University in 1945; and I was much relieved not to 
be elected. Nor have I ever attempted to become a delegate to 
the Labour Party Conference, or aspired to the position of a 
leader in the world of politics, for which I l iave a tcm]:)eramcntai 
lack of aptitude and taste. I have often expressed strong opinions, 
and have always dissented energetically from tlu? view— usually 
held only in relation to those whose opinions are 'adv:inced’“- 
that it is improper in a teacher to ex].)ress Ins views strongly, or 
even to be known to have strong view.s on any political question. 

I assert my right, as a teacher, to teach what 1 believe to be the 
truth, ^yhethc^ other people agree with me or not— but with the 
proviso that, if I set out to teach, I must never conceal u weak- 
ness in my own case or allow myself to be diverted Ijy considera- 
tions of political expediency from telling the truth Co tlie best of 
my ability to see it. To teach on any other terms u'ould be to 
consent to ply my calling witli less than my whole mind, and 
with less than the best of my mindj and how could I hope to be 
a good teacher if I had to place myself in .so false a position wit h 
my pupils as to conceal from them a vital part of my thought? 

The relation of writer to reader is inevitubiy Icsis personal thait 
the relation of oral teaclier to those with whom he is placed 
personal cont^pc But the need for franknes:: is no less: it imty 
ev=n be greaics-, because readers cannot ask questions, and oral 
learners can. This preliminary coniession of #tssumptions is my 
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answer to those who wish to know what are my motives in 
writing, and along what paths I am attempting to draw them 
iji what I have written down. 

yVhat I take for Granted 

(1) Standards of Living. I assume that the most, universally 
important of all the objects of political and social activity is to 
raisei the standards of living of ordinary people in our own 
country and throughout the world (we have a special respon- 
sibility for our own coxmtry, but an only less immediate 
responsibility for others), in such a way as to put an end to 
malnutrition, prevenfable disease and mortality, illiteracy and 
ignorance, and sub-human livii^ and working conditions wher- 
ever they exist. I assume that no other object can claim any 
allegiance when it conflicts seriously .with this primary object. 

(2) Personal and Political Freedom. I assume that freedom and 
self-government are good things, for both individuals and 
societies, and that it is the business of all good men to oppose 
tyi-anny, either of man over man, or of ruling State over subject 
people. But I cannot state this second assumption in as un- 
equivocal terms as the first, because obviously neither individuals 
nor societies can be left entirely uncontrolled. There must be 
• a rule Cif law, for both men and peoples; and all that can be 

, sought is that this rule shall be such as to provide within the 
social environment the largest amounts of liberty for all men and 
for all peoples that are consistent with the equal claims of other 
men and of other peoples. This, however, includes the assump- 
tion that self-government is good in itself, and that the good 
constitution is that which gives all the inhabitants of a country 
(or of the world) the best chance they are capable of taking to 
play a real and effective part in government. 

(3) Canons of Social Conduct. I assume that, whenever a man or 
. a government, or any group of men or governments, acts in a way 

that can be defended only on the ground that the action is neces- 
sary because of the impei-fections of individual, group, or govern- 
■ ment moral behaviour, the necessity for so acting is to be regarded 
as a challenge to use all possible efforts to raise the standards 
of such behaviour, and that no one is ever justified in invoking 
this defence unless he is using his best endeavours to that end. 

(4) The Duty of Service. I assume that every person is under an 
■^spbligation to use his powers, whatever they are, in such a way 

as not merely to Svoid losing a bu?den oiv soiS§]^, if he of she 
can help it, but positively to contrtbutc to sot^ well-being. 
^ ’ This implies, for .all normal persons, an obligation to do a fair 
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day’s work and not to be unduly exacting about the reward, an 
obligation to develop valuable talents and not to fritter them 
away, and an obligation to be a good colleague, so as to help 
instead of hindering the work ot others. 

(5) Ths Right to go One’s Gum Way. I assume that evany person- 
has a right, » within wide limits, to go his own way and not to lie 
interfered with or badgered about on grounds ornouconlbrmitv, 
as long as he is tolerably fuliilling his obligations a.S set ont in 
the previous clause. I assume that ij takes many sorts (not ail) 
to make a good world, and that tlic only sorts it does not take 
are those who are either deliberately trying to make a bad one 
or unprepared to recognise any code of sohial behaviour resting 
on the notion of moral rights aitd duties. 

(6) Morality. I assume that the simple rules of common 
morality are valid, and that no one is evefcntitlcd to overrkle 
a moral I'ule except in pursuit of a higher moral end falling 
within (and not beyond) the ambit of common morality. I define 
these moral rules, for working purposes, as (a) a duty to be kind, 
(b) a duty to be tolerant of differences within the limits of 
morality as here defined, (c) a duty to reg.ard every human being 
as an end and not a means, {d) a duty to deny the validity of 
and to resist all claims that are contrary to fundamental human 
equality of rights, (e) a duty to be active, up to tlic 110111^^' one’s- 
powers, in standing up for the observance of these principles. 

(7) 77 ie Brotherhood of Man. I tissumc that all men arc hrother.s, 
and that the only valid reason for hating one’s lirothcr i.s that he 
is acting against what is good and right, in denial of our iunda- 
mental common morality. 

(8) Truth. I assume that truth is preferable to lalsehootl, and 
that it is good to enlarge the realm of truth both by new dis- 
covery and by the spreading of existing knowledge, I assume 
that men are better for being educated in the truth, tvhether 
they are happier or not. 

(9) Freedom of Speech. It follows that I assume the freedom of 
speech and publication to be good, with the sole restriction that 
they cannot legitimately be used either (a) to deny fundamental 
common morality, or (b) to attack toleration and freedom of 
speech and publication within this sole limit. 

(10) Freedom of Association. I assume that freedom of associati<m 
is good, because men cannot enjoy full opportunities of self- 
government or of discovery of truth unless they are free to joiiT^ 
together for <^>Acaon groujS purposes: I a.S!i 1 nne that the only 
lii^tations on “the freedoih of association should b‘e identic.nl 
with those limiting freedom of speech and puWication. 
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(11) Freedom of Will. I assume that men enjoy free will, ill the - 
sense that their history is not predestined, but made ty their 
own ways of handling the opportunities presented to them in 
each generation by (a) their physical and traditional environ- 
ments, and (b) their knowledge and abilities. Accordingly, 

'I assume that the world may get better or worse, as men by 
their wisdom or stupidity make it better or worse. ' 

(12) Eight and Wrong Vision. I assume that everyone who acts 
against these principles is either a scoundrel, or blind. But, 
believing real scoundrels to* be rare, I assume most of those who 
offend to be suffering from defective vision. By vision I here 
mean imagination, e&pecially power to put oneself in the places 
of others, and to thinli objectively, setting self-interest apart. 
No one can do these things vfholly; but everyond can try to 
achieve them if he js given a chance. To give all men the best 
possible chance is one of the three great purposes of education. 
The other two are (a) to teach truth, {b) to teach citizenship. 

This is not meant to be a complete credo of assumptions. It is, 
however, I hope, enough to make my point of view sufficiently 
plain. It is not a call to men to act after an impracticably high 
standard, but only to be always doing what they can to pull up 
the standards by which they and other men act. I am well aware 
of the gangers of ‘idealistic’ behaviour that ignores realities; we 
' are all so often reminded of these dangers nowadays that there 
is no risk of our forgetting them. I wish rather to stress the 
danger of acting without any moral standards at all. The 
attempt to be realistically amoral is nonsensical. A man cannot 
be realistic in political or social matters except in relation to an 
end, and that end cannot be devoid of moral content. It may 
be a bad end, or a good one: it cannot be merely neutral. The 
cant which suggests that one can set out to be ‘scientific’ instead 
of being moral is based on sheer muddled thinking. “One can 
set out to be scientific and moral, or scientific and immoral; but 
the realm lof science is that of means, not of ends. Ends are 
essentially moral. The outlook for the world would not be any 
the less good, or bad, if it could be predicted scientifically. 

Taking Sides 

I have written all this down at the beginning of my book 
because I want there to be no mistake about the side I am on. 
^I am on the side of the common people, in the sense that I want 
men to have pi equ^l chance gf the goocj^ life and of living 
it in the .ways that suit them best. This* doel’xnot meairj:hat 
I want all men to have everything the majority of them would 


“ Vote for now, if they were asked. I do not st.ind for that kind of 
dentocracy. I want people to have good nutrition, good liousing, 
good education, good working condition.s, i'recdom of .speech, 
writing and association, self-government, p(;ac<;ful relations with 
their neighbours, sound moral notions, whether they wrnild vote 
for having them or not. To this extent, but no furl her, I mu' 
prepared \o' assert that I know better wliat is goixi foi’ people 
than many of them can know for tiicmselvcs, Irciiig less ^well 
informed and more iicld in mental .sulyection. By the democr.aev 
I stand for I mean making the people really free ami .self- 
governing, not the votes they record wlien they are ncitlirr. Voting 
is merely a handy device: it is not to be idejiJ,iiietl with dcrnocrac}-, 
which is a mental and moral relation of man to man. 

I am, in eHcct, a Socialist. By Socialism I mean llmdainentally, 
not a particular economic aiTangement by tiie State owns 

and runs industry, but the entire body of principles wliicli I have 
set out on the foregoing pages. The public ownenship of the 
essential means of production follows from those principles, at 
the present stage of social evolution, at any rate in the more 
advanced countries. It is a means towards making them cliectivc. 
not an end in itself, o r to'Be'^ u f s u ed' savelo 'l lM rex'lHiT to 
nis*a1naean s. TEere”is^otfmig sacred about nationalisation:. Iiut 
cau^relmcl, for'tEe'm'ain industries and services, any alternative 
way"oTensunng that they shall be used to sw’vc the ends lierc 
postulated? Without a high degree of economic equality, we 
cannot have either freedom and self-govenimeut ibr all, or 
a satisfactory standard of living for all. At any rate, that is my 
view: w'hy, I shall explain later. I may lie wrong about that; 

I for about means we may at any time be wrong. But i am not 

I wrong about the ends 1 have laid down as good. They are good, 
in a thoroughly and finally objective sense. I'licy are good, not 
merely fur us, at the present point in historical development, 
and not merely in relation to the particular pattern ol‘ living 
which our civilisation has worked out. They are good altogetlier 
and/or good, from the moment of their conception in any "manks 
mind. Their goodness cannot be altered, though its implications 
can be broadened and deepened, as a consequence of anything 
that may happen to mankind. They arc as true in the ‘atomic’ 
as in the ‘pre-atomic’ era; and they will be no less true in a hundred 
or a thousand years than they are to-day. Anyone who denies 
their truth is blind, or mad, or wicked, or at least purblind....,,^ 
They are the j^ulates fropi which { set o;4t; and 1 am not ’ 
arg\jing with »«Ey6ne who demies them: I am simply telling him. 
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PART ONE • 


INTRODUCTORY 


UNEMPLOYMENT BEFORE THE WAR 












CHAPTER I 


THE RIGHT TO WORK » 

For more than six years alter 1939 there was in Great 
Britain and in the other great belligerent countries no unemploy- 
ment in any sense that mattered. Year after year, between the 
wars, the numbers recorded in Great Britain as out of work 
hardly ever fell below a million and a half. Often, they were 
much higher. For three years oA end, from 1931 to' 1933, they 
consistently average^ more than two and a half millions. Week 
in, week out, the dreary queues liaunted the Employment 
Exchanges. Year after year, there were many thousands who 
never knew what it was to have a job. Even in 1939, when we 
were supposed to be busily preparing for war, more than one 
worker in every ten tvas- standing idle. Over the nine years from 
1930 to 1938 the average was about one in every five. 

, Were we so rich, before the war, that we could afford to waste, 
jOn the average, one-fifth of our productive power? I say ‘pro- 
ductive power’ advisedly, for in the last resort our productive 
power consists of human beings. These human beings need, no 
doubt, machines and tools to work with, and materials to work 
upon. But it was not shortage of tools or materials that was 
keeping them unemployed. It is labour that digs materials out 
of the earth, or raises them upon its surface: it is labour that 
makes tools and machines and buildings to contain them. Man- 
power, as we know well enough in wartime, is at the back of all 
production. 

Not crude, unskilled man-power only, I agree. The making of 
things need® brain, skill, dexterity, as well as — ^nowadays much 
more than— sheer physical strength. Were we then short of brains 
or skill or dexterity? Surely not. Among the unemployed were 
many thousands of highly skilled workers; and there were highly 
qualified technicians and administrators who could not find 
jobs to employ their powers. There was nothing wrong with 
the men and women, except a few, at any rate until they had 
Jjecn allowed to forget, in enforced idleness, how to do a good 
■^ay’s work. Then^^o doybt, some ipst a part pf their skill, and 
yet more af the hope and zest in lif^ thatYnaki!^ man ablq to 
do his best. The faifit, till then, lay not in the men and women. 


but' in, the sysletn that svdii’rrd them to I'ot away, and denied 
them the means orsatisfyin!' one another's needs. 

It wa.s .sometimes saul, oreonnsc, that m.my ol tin' unemployed 

were ‘unemployahte’- thonrdi no evidenee oi titi-s w.is evei' pro- 

duced, ijud ,sue,h evidence as lliere: was nwdr* i)l.iiu!y on tin- otlier 
.side. War soon swept the lie aw.iy. No one dmiliied that the 
vmeniployed were worth emphayini,; to m.ikc tmmiiions, or to 
I'clea.se men and women liar the .srrvice.s, or^ ihrm.srlvi’s to 'jrrve, 
Uncmiiloyment fell away to almo.st nothing; and it beeame 
nece.ssary to scour every po.ssible .sm'.re.e ol additional Ldumr atul 
to pres.s every available person into a job. li they did not know 
what they needed to know for the work on hatid. thev wrte 
taught, just as in the services they were tatig,ht to tie soldieis or 
.sailors isr airmen, nr A.’i'.S. orlVi'ens (>r ^Va.l!H, Man-jimver was 
what counted, first for averting defeat ami then lor eomiiassisi-' 
vie.tory. Men and ^vomen were Jio loiie.er nnis.mta*!: netaUng to 
be kept in itileuess: they were well worth their keep, as many of 
thtnn a.s coiild work at all. 

Were we .so rich, Iselbro the war, that wf could atford to atlopt 
.such din'erent staudard.s of value, e,v<'n tleeming it clie.tper, and 
TOOYc rc.omnwk.vl, u> keep milUvswt v\f pe<»ple iu UUewss cUiWv t<» 
set them to work:’ Doubtless, when idle, they ale less, drank le:,;:, 
tlre.ssed more shabbily, lived more nie.mly than when ,if svork; 
\s'e, or rather our rulers, saw to it ih.ii they tiid, but, if wr Inid 
net them to worli, Avould the product of iheii Jabom h.jve Irreii 
worth nothini'i* Could it really he cheaper to keep them, meatiiy. 
in .sheer idlene.ss than to allow them to eoutiibnte lovviUtls the 
cost oftlieiruwu decent nutinleii.meei' Isven il they h.td piotineed 
only half its much its they eonsnmeii, only half ih»di' csatsnmpt ioti 
woukl hiive laid to he .supplied liy the livliom;! td tif hei.'i. Ev-rn mt 
this most tmlavouraltle assumitiion the entire t'oitii«»init:y \v»utld 
have. liPen iible to live heiter, iuid wottlti nttt Itavt; beta* ptti to 
shame by its tii-atment of the less forimiate. 

But why .shttuld the unemployed hiive piodtieed less f If.jii thrir 
keep, if they h:id Ijceu given the chimtie tt* work? It is timibtihl 
whetlier they were, man for matt ;ind woman Itjr woiu.m, mt the 
iiveragt* any less .skilled or iudnstrkms thitn tho.se wbtt were nt 
jobs. Of course, some of them were; for in any ti.idc. the wor.r 
workers will tend to be rather less regnlarly etnphard th.m the 
better, There are, Ittnvever, special reasons tvliy v.f i .umtu ta.a- 
cliide from this that the uncmployetl in genei.il h.id ,i lot\(;j;, 
average produ^ve jwtwer ^than the tpiiidoywl wmkn.s. Lin k oj 
jobs was not-i^eatf cvaijy over the emmtry, c>r between tt.nlr 
and trade. There were large areas, sneh as StmiU VV.iles, whric 
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the level oi'imciupltiynteut was monstrously liigli year after year: 
there' were whole inilustries in which the level was contimtoii.sly 
i'ar above the iiverage ibr industry as a whole. A .man or woman 
might have all the virtues, and yet liiil to ■j:^ct a jol) in a .South 
> Wales niining valley or a .shijryard or a cotton town; and the 
indusi.ries witie.h tvere rs.nitinuously most depressed-— aoal-jnining, 
shiphuiltling, eotfon -were among lho.se which had the highest 
profioii ion's orsldlled and intelligent workers. The mieniployinent 
of the de(wdes between tin; wiirs was no resitccter of persons. It 
fiinote down skilled and unskilled ti.»gellier, devastating the Iitmies 
of men atul wonieti who had iteen justly jiroud of their traditions 
of crnft.sinanship, of their independence., and of tht'ir ability to 
Itriug tip well-nourished, inteiligent children to bettt'r tinnr 
pareut.s’ aehievevnent. If tliey failed in this, it was not tlieir limit. 

It was not, 1 Inr^e s.’iid, for lack t)f tools or of materials that 
the laliour of tln'se workers %vent unused. In the great majority 
of industries there was {productive plant unemployed; and in 
many there were even as.sociations of bnsine.s.s men formed, in 
some cast's \vith the connt^^naucc of the Government, for the 
purpose of Inlying np such plant and destroying it a.s ‘redundant,’ 
The cry of 'suri>lus cajiacity’ Nvent up from one ring of cajiitrdist 
.''firms after another. Where, as in a few rapidly ex{)a,nding trades, 

* there ^fas not inueii {plant to S{Pare, more could easily have been 
made. The. trades that exist ttp make machinery were ino,stly 
crying out for ordt'r.s; and then; ^v;lM {plenty tpf lahonr for them to 
employ. As for maierials, the world was full of surjplus .stocks 
wiitfiiig to In* sold. Hotli the agricultural .and the extraetivt; 
(Huning) Intlustiies all over the world wiuited laiger markt't.s. 
hfaterial.s of most kimls were cheap in tei'in.s of otlu;r goods, 
tpccau.se the sniP|plicrs of them were eagi't' to sell. 

77te (ktm vf Ihumjdnjmeiit 

^Vhy, thjii, wc’i'c millions of industrial worketss nnemplcpyed, 
jiot only in Great Ilritain, Intt in other indtistrial countries a.s 
welt- in I'l'anor, Bt'lgimn, Nortlua'n Itstly, the United States, to 
mention ttuly a lew? rhc.se miIIion.s w'cre. without work, to {put 
the case rpiitc simply, i:tet;au.se emiployers in tlicsc ctpimtries .saw 
no .sufficient {a’os{}ect of jirctiit from employing tlmm. T'he. only 
industrial c,oturtrks in which, during the years just before, the 
war, imemphpysnent did not exist on st serious scpiic wtsre the. 
Soviet Union and Nazi Ckrmany;; and the reason for these 
gKcsptksnf, ditleif nt, us It w'as in One sense, %;is in a ..negative 
sense the same. Neither in the Soviet tJnion nor i1iNjr/.i Gcnfluny 
did the Governiacnt leave the level of empioyment to l.pc settled 
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by the p!rolit~cxpectations of business men. In the Soviet Union, 
whei-e the main industries and services were pulilicly owned and 
production was governed l:)y a vast Stat:imn;ide plan, m'ed aiuh 
not profit was the determining factor. Indn.slriul emi^loyuu'tit in 
the Soviet Union more than douhletl Ixjl.wrren ipap and 
and went oif rising .sharply after that, 'riu; Soviet peoples ne.edtal 
much more than they could hope to pi'odutu; wiih all the man- 
power and other resources at their conmKUid: the (piestion'* for 


1929 1930 1931 1932 1933 ( 03 * 1 . 19,35 19315 1937 1938 



1929-1935 

the Soviet Government was not lohcthr to employ all the avail- 
able labour, but how to employ it best, in meeting the most 
urgent needs. This, until the world has grown much richer atwl 
more productive than it is likely to be for a long lime yet, must 
always be the problem for a Socialist oountry. Wiien need, not 
profit, is the critoion of whiyt is worth while, |t is impossible Co'**' 
produce too nfixfi, ot' to sjippose for a moment thatJt can be 
more economical to leave men idle than to set them to useful 
work. , 

44 


f 


Employment under Nazism ■* 

It should be easy to vinderstand why there was no uiTemploy- 
mcnt pi’oblcm in the Soviet Union; but why was there little in 
•Nazi Germany? The Nazis also had a use for everything that 
German man-power could produce. They had a use for it, as we 
^ • Iiad in Great Britain after 1 939. They were getting ready for war. 
They were; not only making munitions, and factories»in readiness 
for making munitions. They were laying up store of everything 
that could be stored, and building up their productive power in 
preparation for the ti-emcixlous strain of the war of world con- 
(|ucst they had made up their minds to wage. 

Gouscquently, the, Nazis, no more than the Russians, could 
afford to let workers or factories stand idle. Unlike the Russians, 
they had left the industries of Germany in private ownership, and 
the German cniplovers to aim at private prolits. But they did 
not allow the prospects of profit to* determine the level of pro- 
duction. They had a summary way with business men who failed 
to carry out their orders; and they did not hesitate to order firms 
to produce more, and to employ more workers, than they would 
have done if profit had been their sole guide to action. Coercion, 
however, though it was freciy used, was not the Nazis' only 
instrument. They saw to it that it should pay employers tolerably 
/well to^ take on all the labour and produce all the goods that the 
State wished to see produced. Where need arose, they subsidised 
production, especially for export; for they needed large exports 
to pay for many kinds of materials cs.scntial for war which they 
could not produce; at home. Apart from this, the Nazi Govern- 
ment bought up and stored goods against war needs; and it 
pursued steadily a policy of ensuring that there should be, in one 
ibrm or another, enough demand to take olf the market all that 
could be prodvxced. How this was done we shall see later on: for 
the present we need only take note that it was dosie, when 
millions were left idle in other capitalist countries, and that the 
doing of it immeasurably strengthened Nazi Germany for war. 

Correspondingly, our 'failure to employ our unemployed 
weakened us. Wlule the Nazis were increasing their war potential 
by building up their economic xJower, we, or rather our rulers, 
were allawing--nay, encouraging — our shipbuilding caioitaliats to 
buy up ‘redundant’ shipyards and lay them waste in order to 
prevent them from being ever used again, our shipowner.s to^ 
scrap ‘redundant’ vessels, pur steelmakers to make an end of 
■"^‘redundant’ stcelj^prks--‘rcdundaiff’ meaning in all these cases 
in excess »of what coulcf be used to^ secure tfe Jgrgest ^possible 
profits for the owners of those that were left. Even supposing fliat, 
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in some industries such as cotton niaimlachire, some of tlic; 
scrapped plant was redundant or obsolete— a point to which 
I shall come bade — could it be light to scrap tlicsi- instruincnts 
of jrrocluction without ensuring the creation ofotliers t:o tak(; ml 
the labour they might have employed!’ Our (lovei-nnicut did 
nothing — or next to nothing — to ina'c.iisc (lie o|:icnings for 
employment;) even to the extent of niakiii!’' np ibr wliat was being 
destroyed with its goodwill. Our Covermneut did not.aeecjitpiny 
responsibility for there being jobs enougii to }',i » round, or output 
enough to satisfy the people’s neetls. It l<;ft: tlnit to tlic proiit- 
seckers, in the name of ‘private enterjiri.sc!.’ It went on rejiudiating 
all responsibility even when so-callcid Hrade revival,’ as in 1937, 
still left 1 1 per cent, of the insured workens out ol' work, 

fy 

The Right to Work ^ 

‘The Right to Work’ is a''vcry old ci‘y-~as old as the Sodali.st 
movement. It was raised by the workers who manned the Purls 
Barricades in 184.8; and on that occasion the Christian Socialist, 
Charles Kingsley, acclaimed it as worth a hundred of the 
Chartist cry of ‘Manhood Sufirage,’ because it got further down 
to realities. It was the cry of John Burns and the unemployed 
demonstrators of 1886, and again of Kcir Hardic and the nevy 
Independent Labour Party of 1893, Year after yc-iar, in tjic new j 
century, Labour M.Ps. brought forward their ‘Right to Work ‘ 
Bill’ in the House of Commons, 'i'hcy were alway.s ciefcated: the 
capitalist partic.s always denied that it wa.s any jiart of the 
Government’s resjjonsibility to find work for tlic! peojile. Unem- 
ployment was regarded, cither as an unavoidalilc ca.lamity, whicli 
men and women must bear a.s best they could, or even as a 
necessary condition of capitalist production, which required 
a_ ‘reserve of labour’ in order to cope with booms and pmservi! 
discipline among the employed. No weapon was .so powerful in 
keeping the workers in subjection as the fear of 'the stick’-— -and of 
being unable to find another job. ^ *> 

In the days before the first World. War uiumijiloyment , 
ranged between 9 per cent., at the be.st and 8 per cent, at the 
worst among the workers (mainly skilled) wlio-se employment 
records were known. The average was probtibly higlicr among 
the less skilled workers; but even among them it tvtis undoubtediy 
much lower than it came to be after 19x8. From lOgi to 1900 
the, recorded average was 4^ per cent,, from 1901 to iqio it was 
5 per cent, and from 191 1 r 914. les|, than g per cent It had 
beejj' higher iji,Tlie ^870’% and the i88o’s; but most people 
supposed up to 1914 that economic depressions were getting le.ss 
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severe as the capitalist system settled down. They little kpew 
what was coming, on the morrow of the first World War. 

, In the bad years between the two wars the cry for work came 
back with renewed vigour, in face of unemployed totals which 

. remained pcrsist<;ntly high even in what were called ‘good years’ 
and rose to appalling heights in the recurrent depressions which 
swept, not merely Great iM tain, but the entire capitalist world. 
1'1 k» worst- slump capitalism had ever exjrerienced began with ^ 
a crisis in Wall Street — the New York stock market— in igsg, 
continued with crises in Great Britaiir and over most of Europe 
in 1931, and reached bottom in the terrible years of slump, 1932 
and 1933. In 1932 w 5 rld production of raw materials was down 
by 25 per cent, on the productign of 1929; world industrial pro- 
duction was down by 30 per cent, (or by 36 per cent., if we leave 
out the U.S.S.R., v»hcrc it had gone up sharply) 5 only world 
production of foodstufls had been maintained practically without 
change, and in their case prices had slumped to levels ruinous 
to the producers. In fifteen leading industrial countries, the 
unemployed averaged more than one in five of the industrial 
population. 

jriie Old Economics and the Mew ‘ . 

» Up ttt this point, most of the professional economists, except 
the Socialists, had uplield the view that the State should accept 
no responsibility for the maintenance of employment.^'This view 
was part of the classical economic doctrine of laissez-faire. Unem- 
ployment was blamed on a number of causes, one of the 
commonest assertions being that it was largely due to the 
inllucnce of Trade Unions in keeping wages too liigh. If wage.s 
fell to the correct ‘demand price’ of labour, s-aid the orthodox 
economists, echoing the main body of employers, it would pay 
capitalists to engage more workers, and unemployment would 
sink to the level necessary for a ‘reserve of labour.’ There was. an 
evident falfiicy in this argument; but it was irot seen — indeed, it , 
was angrily deni(.xl. What was left out of account was, of course, 
that wages, which are costs to the employer, arc purchasing power 
to .the workers, and that the fall in wages would reduce the^^^^ 
consuming powe,r of the great mass of the people and thus make ''' 
them able to l)uy les.s instead of more, unless prices fell more than 
in proportion to the. : fall in wages. But if prices did fall more 

'j-than wages, capitalists would find production less remunerative 
than cvei-j^ and vtiuld b#-ready to Engage Jless»dabour instead of 
more; whereas, if prices fell less thaft wages, dclrTand would be 
reduced for a -wade range of consumers’ goods, and so, again, 
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. fewer workers would be employed. Tills was uot seen, liecause 
each employer pensisted in thinking how In; ivould be uirected 
if he could reduce his costs by cutting wages and could .still lind 
the market for his wares as good a,s before. Thi.s, however, it 
could be only if other employers did not cut U"iges, aiul so rcdue.c. 
demand. The fallacy here, involved is known to logicians as the 
‘liillacy of composition’; but it c<mtinued to piass (Uirrenl; as valid 
truth among economists of repute, as well as among busfncs.s 
men. Indeed, those who denied it-,- uotahly (he Lite .John A. 
Hobson, one of the most noUilile econonii.st.s Giviit liritain has 
produced— were denounced all tlieii- lives as ‘lieretics’ and wen; 
startingly rehabilitated only when lh(;y wefi; .salidy tlead. 

Jlieorm of Unmplojmeni * 

\ It took the experience of persistent, bftivy nnein|)loyment 
: between the -wars to induce; non-socialist economists to r{;-(;.xamine 
their fundamental assumptions, to the (ixtent: of conceiving it to 
be possible that tlie failure of capitalist socielh-s o|x;ra(,ed on tlie 
basis of laisxez-fnire to make even tolerably full u.sc of their pro- 
ductive resources might be due to .some ilaiv in the system itself, 
rather than to the unrcasonaliicness of the working classes. 
'.^Meanwhile, many unorthodox thinkers, in sciu'cli of an explana-^. 
tion of the extraordinary paradox of starva( ion in the j'ndst of^ 
the means of creating plenty, had been led to Itclieve that tlie 
\\fault must lie iu the behaviour of money ,'^ome, the uejirest to 
orthodoxy, laid the blame on what they called “the iuhercni; 
instability of credit,” and traced the altia nating uii.s ami flow/i.s 
of employuumt and production to tin; action of the bankers in 
creating first too much and then too little mnjiv.y to kcej> the 
wheels of commerce turning at an even rate/Otlieri! Ijclit'ved 
themselv.es to have discovered a “Haw in tlit; prici;».Hystem,” .such 
as to lead fo recurrent, or even to continuous, sli()rtuge.s of 
purchasing power/ Yet others, putting their trust in jtsydiology, 
laid the entire trouble at the doorsteps of ImsiiKsss men, who 

were alleged to sufl'er from alternating- -and apparently causeies.s 

— errors of optimism and pessimism, .so as to product; now teto 
much and now too little and now to engage and now to dischai-ge 
workers accoi'ding to the state of their .spirits, or tlicir digitstioirs, 
Most of these attempts at explanation were directed inahdy t!5 
i giving an account of the reasons for the sharp fidling off of 
; employment in bad times; or at arty rate tlie variation in the**- 
/level .of emplopmrmt feetweeifgoodtimitct and Kad. Most of them 
'ma,de little atteilipt to expltCa why, after 1918, there was so mucli 
unemployment even when times were .suppo.sed to be got.Hl. Take 
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the percentages — not quite comparable, but near enough for. our 
purpo-se— recorded as unemployed for the years from ig22 to 
^[938 and set against them the percentages for an eciual number 
of years before 1914. 
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Great Britain 

BEFORE AND 
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Over this period of seventeen years between 1922 and I938,\ 
the percentage unemployed was on the average more than three 
•times as high as it was over the seventeen years before 1914, the 
'excess amounting on the average to 10 per cent, of the whole 
labour force. Even if some allowance is made for the differerrt 
basis of the two sets of figures, it is beyond question that the 
average level of unemployment was at least,, twice as high 
between the wars as it was before 1914. No explanation which 
showed only why employment fluchiated from year to year 
could go any way towards elucidating this startling diiference of 
average level, over good and bad years together. It was plain 
that there must be something very badly amiss with an economic 
system that thus disastrously wasted its productive powers. 

Maintaining* ihe Unemployed- 

There were, however, reasons why economists, other than 
Socialists, concentrated their attention mainly on the ups and 
downs, rather than on the low basic level of employment. When 
the level of unemployment did not rise much above 10 per cent., 
the social problem which it presented was manageable, and did 
not seem too dreadful to most of those who were not directly^ its 
^victims. After the first World War there was iirstitutcd a fairly 
comprehensive sefieme of compulsdby unemplc^/ment insurg.nfi®y 
under winch benefits were payable fb most woflt^rs who fotmd 
themselves out ®f work when times wei-e not too bad. The 
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woiianatt contributed out of his wages towards the cost of tlicse 
benefits; the employer contributed a sinn--iu most cases equal 
to the workman’s payment — as a cost of production; and the, 
State added a further sum, at iirst small lint gradually increased, 
out of the yield of the taxes. I'hese sums k<'i)t the workman ami . 
his family witliout positive disaster, though by no inenns without 
liardship, provided the periorl of unemployment did not last; too 
long. But in times of serious dcpr(;s.siou, ivheii tin; unmbers'Vnit; 
of work rose high and tho.se who lo^t jolis were in numy ca.ses 
unable to find new ones for years on cud, the method ofiiisttrancfi 
broke down, and the State had Co come to the rescue of the 
unemployment hmd by j^rovitling additiouhl mone.y ;md, in the 
end, by taking those who had .been long out of work off tlic 
shoulders of the insurance scheme and jiroviding for them wlioliy 
out of taxation. *'■ 

There was no end of trouble over thc.se questions. How much 
money ought the unemployed and their deiK'udauts to he given 
to live on? If they had savings, ought they to be. compidled to 
spend these before they could look to the State fin- sujiport? For 
how long ought they to he allowed, in return I'or the contributions 
they had paid when in w'di'Ic, to draw hcnefit.s ns of right when 
they were out of work? When they ran out of htmefit under tluv 
insurance scheme, what conditions .should tlic State atKreh to ‘ 
giving them help? Should there l:»e special nilc.s against giving, 
benefits to married women whose husbands were e.mployed? 
And so on, through an endless range, of quest ions which Ikuiia- 
ment year after year spent mucii ol' its time in chdiatiug. '.riie 
severe unemployment of had times hee,ame, \v!ii!tlu;r one. liked it: 
or hot, an acute political question. It could not he. simply shovttd 
aside by paying the unemployed meagre benefits on wliich, ekt'cl 
out by such savings as they liad, they could contrive to get: 
through normal spells of unemployment vvithotit .spcctaeular 
disaster. 

Ths Distressed Areas 

But for one thing, many politicians would have been quite 
prepared to let alone the lO per cent, or so of uncniiploymcnt 
that existed in ‘good’ years, it' only they could have found way.s 
of preventing the doubling of the tolar in ‘bad’ years. The one 
thing was that^the jo per cent, did not coi!si.st exclusively of fairly 
brief spells of unemployment between jobs, Imt inchtded tin >• 
tmcopfortahly high proportion of lonfftcmi finemplpyrnenl in 
certain specially ‘distresses areas.’ These were areas which 
depended largely on a few Industries—coal, cotton, shiplnnlding, 
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steel, and one or two. others— wliich had pei’sistently high razas of .• 
unemployment even in ‘good’ years. Something had gone badly 
wrong with these industries and with the districts that depended 
bn them; and it could not be denied that they constituted a 
problem demanding special attention. At first, the Government . 
, 'attempted mainly to draw workers out of them by ‘industrial 
transference’ to more prosperous areas — in effect, leaving the 
arei^s to thyir depression, while trying to make it less burdensome 
. by removing part of the labour ‘surplus.’ Later, when this policy 

had manifestly failed, a half-hearted attempt was made to 
attract new industries into the depressed areas, chiefly by found- 
ing Industrial Trading Estates, on which firms were encouraged 
to settle by the offer of factories to rent on favourable terms and 
other small advantages. This pdlicy was good as far as it went; 
but it was attempt!^ only in a few jplaces and on a very small 
scale. Not till armament orders began to flow into the depressed 
areas was anything effective done to get the maiii body of their 
' ‘surplus’ workers back into employment. 

This problem of the distressed areas — called by the Govern- 
ment ‘special areas,’ as if that could make their plight less 
distressing — was always treated as a quite particular case, stand- 
ing apart from the main problem of unemployment. As we shall 
j .see lat(;r, this attitude was radically wrong; for the position of 
the distressed areas was only a s ympt om of a disease from which 
Bi’itish industry was suffering over a much wider field. But there 
pt was no willingness in orthodo.x circles to admit this, because the 
admission would have opened the door wide to public inter- 
vention in industry with the object of putting matters right. 
Attention was focused on the fluctuations of employment between '' 
‘good’ and ‘bad’ years — that is to say, on the phenomenon known 
to economists by the name of ‘the Trade Cycle.’ 

/ Unemployment and the State 

I propose to defer until later any account of the various 
' explanations of the Trade Cycle that have been put forward. 

The changed attitude of many economists during the past dozen 
years towards employment policy turns, not on any particular 
; explanation of the cycle, but on a more carefuT study of the 

x actual course of events as economic activity goes up and down, 

i The writings of Lord Keynes, which have revolutionised 

.academic thinking on the- whole question, do not so much ^ 
explain industria], fluctpiitions as ^ake proposals for offsetting 
or even preventing them by . timely jDublib aCtipig.. So dee^j an 
impression has this Keynesian approach made that to-day few 


■ ecohomists would deny that the State Ciin and Rhcnild accei)t 
respoufibility lor maintaining employment at a Hati.slhctory h'vcl. 
Only a few hold that, in doing this, tiie State would ol’ necessity 
be vipsctting the Ixaieliccut working of the systinn of jjrivah; 
enterprise, 'ritere are, no doubt, still ;i few jirol'e.s.sioual ccoaomi.st.s 
and many more individualistic bu.sin(;s.s men \\'ho cling to tlit^ old 
notions oi'iaix.wz-fhire and even t^xaggerati; them now they ari'. 
under wider eballengc; 1)Ut tliese. reactionaries have lust titeir 
title to orthodoxy and have taken to giving tlienisclv(\s the Sir of 
men rejidy to die in the last ditch* for tlie grand old cause of 
jji'opcrty rights. 

In the General Ideetion of 1929, wlien llu; Laliour Party :nid 
Lloyd George w'ere alike maintaining tin; SttUtfs chity to emliark 
Oil a crusade against unemployment, tlie 'JVeasni'y, on helnill'or 
the Government;, issued a memonnidum in whicli it proclaimed 
uneqiiivocaily that State action could tie* uotliing to increase the 
volume of employment and that any engikjyment provided liy 
the State would merely reduce by the same amount that provided 
by private enterpiuse. By way of contrast:, tlie Ohiirchill Govta ri- 
ment issued in 1944 a White Paper on Linploymtsnt Policy, in 
which it stated in so many words that “tlie Government accept 
as one of their primary aims and responsilalities the mtuntenauce 
of a high and stable level of employment after the war.” In my 
opinion, the measures which were outliiu'd in the AVliite Palter' 
for carrying out this object were tpiiU; inatlcquah'; I)tit that does 
not alter the fact that even the Glmreliill Government nccepled 
the responsibility, and oilicially and eaieg'orically repudiated 
what had always previously been rcigiuded a.s the. eslaldished 
‘Treasury doc. trine.' 

In subsequent chapters we shall liave to see wluit this new 
policy, of State iictiou to keep emjiloyujcnt steadily mid eon- 
sistently-high, involves in tenn.s of pnicticiil me!t,sure.s of public 
economic control. Here we need observe only how fundatnental 
is the revolution of attitude and doctilne implhai in it. Our lin-t;- 
) fathers of the nineteenth century mostly regarded politics and 
economics as two separate systeins which toudied only iit a very 
few points and ought as far as possilile to he kept apart. They 
were driven to admit,, grudgiiigiy, the ncce.s.sity of Fiictory Acts 
to protect the conditions of children’s and women’s laliour, and 
of a few other special inter&rencc.s with the ‘right’ of the owner 
of property to use it as he plcsused for the exploitation of his 
fellow men. In general, th^y relied on an ‘unseen hand’ of' 
providence to^mdlce sure that each maif in pursuing hri own sclf- 
intdl-est in economic matters would somehow mysteriously be 
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furthering the common interests. They did not believe that 
selfishness outside the economic sphere had these beneficent 
I'esults: none of them, as far as I am aware, ever argued that 
a father who regularly ate up his children's dinners would, by 
the iiiscrutable ways of providence, be doing his best for them. 

But quite virtuous persons did believe in all honest?y that this 
paradoxical principle held good in the world of business, includ- 
ing fhat of the relations between Capital and Labour as well as 
that of the market for goods. Why this view was ever held it 
would take too long to enquire here: the point is that it was 
held, but is held nq longer save by obstinate and indurate 
reactionaries. 

.soon as this view is given »up, the main reason for telling 
the State to keep its hands off business disappears. That business 
men are apt to behave selfishly, “ahdrindeed must do so in order 
to survive, pretty much to the extent to which their competitors 
are allowed to do so, nobody denies; but as soon as people stop \ 
believing that this selfishness is really for the good of all, it / 
becomes evident that the State ought to step in to check it, when \ ' 
it produces evil consequences, just as much as it ought to step hr k 
to prevent a father from starving or seriously maltreating his 
children. It remains open to argument at what precise point, or 
precisely how far, the State will be wise to intervene; but the 
argument against intervention on grounds of abstract principle 
simply goes by the board. It has gone by the board now, in this 
matter of the State’s responsibility for preventing unemployment. 

I.et me repeat. The experience of the decades between the 
wars taught us convincingly that the consequences of not trying 
to cure uneniployment, but merely keeping the unemployed 
wretchedly alive on benefits and doles, were altogether intoler- 
able. They were humanly intolerable, because the policy of 
'doles’ meant condemiring hundreds of thousands of good work- 
men and even millions dependent on them to subsist wretchedly, 
eating their hearts out in a sense of uselessness and futility, ancl 
finding palliation only when sensitiveness and manhood died 
out in them after hope was gone. They were humanly intoler- 
able, because the policy meant letting young men and women 
grow up in the distressed areas without ever a chance of learning 
a trade or getting the basis for self-respecting lives, becahse it 
meant undernourished children and shabby, shambling parents, 
living in ' decayed towns and villages which had ceased to be 
possible centres ior a vigorous coinmuni&y sjurit. They were 
economically intolerable, because the*policy meant wasting, fear 
in apd year out,* never less than one-tenth of the community’s 
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praduciivc power, and at times iipwai'ds of one-fifth, despite the 
obvious need for all, and more than all, that the unused labour 
could have been employed to produce. . 

Full Employment 

We havCfllearnt that these things are intolerable; and even the ' 
individuals who have not learnt this liave h-arnt at least tliat 
they will not be tolerated by others. Accordingly, my Gofern- 
ment must at least profess its will tq make an end of them, and 
no Govermueut dare now deny that it is responsible for prevent- 
ing their reeurrence. Lip-service, however, is not action; and we 
have still to see how far those who promise action sire prepari'd 
to go. Many of the supporters* of the Churchill Govermneut’s 
White Paper hoped that, if they did only a little, they would be 
allowed to get away with k on the ground ^f having done their 
best. There were many sigirs of this hope in the text of the 
Government’s White Paper on Employment Policy, to whicli 
I have already referred. It was there argued that the State’s 
power to maintain employment might be found to exist only if 
“the necessary expansion of our external trade can be assured”; 
and there was more than one reference to the great difficulty of 
carrying through even the mild measures whicli were outlined! 
We shall have to ask, later in this book, how lar the silccess of 
a policy of ‘Full Employment’ need depend on a high level of 
foreign trade, and how real the other ‘difficulties’ apprehendt^d 
by the Coalition Government at the tinn; of the White Pajier 
truly are. For the moment let us concentrate on this one point. 
Unemployment is not, as we used to b(; told it was, something 
which the State can do nothing to prevent. On tlic contrary, tis 
we shall sec, public policy can be, and should be, the main means 
of ensuing that production is as high as it can reasonably be 
and that there are jobs available for all who need tliem. 
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OURSELVES AND THE WORLD 

XiiKRE NEED BE, and there ought to be, iio unemployment 
problem in Great Britain*— or indeed anywhere in the world. 
Tliex'e is so much that needs doing that there should be in peace, 
as there was in wai;, everywhere a shortage of wmdters and a 
necessity to postpone some tasks in order to get the most urgent 
things done first. There ought*to be, for a long time to come, 
continuous ‘full ei^ploymcnt’ over the whole earth, partly in 
(u’der to make good quickly the dbvastation wrought by war, 
but much more in order to lift the jreoplcs of th® world out of the 
conditions of poverty in which the great majority of them have 
existed hitherto. We in Great Bidtain had little enough cause 
befoi'C the War to be proud of our own standards of living. Yet 
we were, in terms of average standards, among the world’s top- 
most 1 0 per cent. Only three countries in the world — ^the United 
States^ Canada, and New Zealand — stood higher than Great 
Britain in productivity per head of population,’ and these three 
had between them only about 6| per cent, of the human race. 
Another 3^ per cent., including the people of Great Britain, were 
at or near the British level — ^making so far lo per cent, in all. 
Tlie remaining 90 per cent, of the world’s inhabitants were 
definitely below the Bi'itish standard of productivity. Indeed, 
only another 8| per cent,, nearly all in Europe, reached even 
oiic-half of the British standard. Eighty per cent, of the human 
race lived in countries in which the level of productivity was 
lower still — about aa per cent, of them in countries where the 
average level was aliout one-third of the. Biitish, and nearly 
60 per cent, in countries where it was near or below one-quarter. 

These proportions take no account of the ways in which 
wealth and income wei-e distributed in the various countries. 
They are based on the attempt, made by Mr. Golin Clark in his 
book, 7 ‘he Condiiiom of Economic Progres.^^ to apply a common 
measure to the productivity of all countries, without regard to. 
the distribution of the product. It could, however, inake little 
difference to the broad Jjonclusioineven if the inequalities of dis- 
tributiomwere taken into account. EjjerywhereThq^poor are-rnany 
and the rich few; and the standards of living of the great majority 
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Numders and PisRanNTAOEs OF World Population Living, in ' 
Countries in which the National Income, per Head is at 
Various Levels (pRE-iggg Estimates) ' 

(Based on figiiivs given by Colin Clark in The Conditions i>f Economic Progress) 

Numbers {jnilUons) 

Relation to British imwne per he.ai 
The same At or At or At or Bekw 

Above. or near near i near ‘)\eaY i i 


Hiu'upe (excluding U.S.S.R.). 

— 

52 

177 

140 

30 

— 

U.S.^.R. (in Ewopc und Asia.) 

— 



172 


— 

Asia (excluding U.S.S.R.) 

— 

— 

— 

DO 

2*^ 

1,04a 

Alrica .... 

A— 

— 

— 

24 

20 

II4 

North America , 

14.3 










l.atiu America 

*3 

7 

41 

69 

— 

Oeeauia . . . . 


7 

— 


— 

2 

Total .... 

i.Hi 

"7« 

134 

473 i 

14 1 

1,158 

‘.9 

Europe , , . , 


13 

Percci^adcs [ approximate ) 

434 36 

ih 


U.M.S.R 


— 

— 

100 

— 

— 

A.sia ..... 

— 

— 

— ■ 

8 

2 

90 

Africa .... 

— 

— 

— 

15 

13 

72 

North America . 

100 

— 

— 




Latin America 


10 

5^ 

311 

53 

— 

Oceania .... 

i 3 -i 

64 


4 l' 


18 

’'I'otal ’ . 



Oil 

22 

6J 
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depend unavoidably on the general level of productivity in each 
country. I'lie American standard of living is high, and the 
Olunese standard de.spei’atoly low, not because income is better 
distrilnited in the United States, but mainly because production 
per head is immensely greater. Even the vast improvements made 
in the distribution of wealth in the Soviet Union have not so far 
prevented the Soviet peoples from remaining poor, "l^ecause 
Soviet productivity is still low, though in recent years it has been 
improving very fast. 

Knowing what we know by experience of our own conditions, 
we are in a position to realise what the prevailing poverty means 
in countries which are very much worse off than we are. Make all 
the allowances you please for different conditions of living in 
tropical climates, or for the different needs of peasants who are 
altogether without experience of the life of towns and of the 
habits of living in advanced industrial countries. Discount as 
heavily as you pkase th« conclusitans derived from the merely 
statistical Evidence. I am not asking anyone t-cn believe ’that 
because the average level of productivity per head in India and 
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China js less that one-fifth of the average level in Great Britain, 
the average Indian or Chinaman is five times as miserable, as the 
average Englishman. Such an assertion would have no mcanintv. 
What I am "saying is that the level of productivity over nearly all 
the world is obviously much too low to yield to more, than a tiny 
fraction of the inhabitants a decent or humanly toleaiiblc .standard 
of life. ^ 

Productivity in Europe * 

But most of these people, someofie pca-hap.s urges, are only 
‘niggers’ or ‘coloured folk’ of one, sort or another, and not like 
ourselves. I might answer; Arc they so unlilte that wi; can ignotx.; 
their needs? But let that pass: let us lc;ave aside for the moment 
(but for the moment only) everyttne who docs not live in our own 
continent — Europe. Let us leave out the Americans, among whom 
alone are found higher standards than ours, the Asiatics, the 
Afi'icans, and the peoples of Oceania. And let us, for the moment, 
leave out the Soviet Union as well, because it straddles over Asia 
as well as Europe. There remain, on the basis of 1939 popula- 
tions, about 405 million persons, inchiding our own ,48 millions 
in Great Britain. One continental country — Switzerland — has 
about the same productivity per head as wc have. All the rest 
fall short. The Dutch approach our level: the Irish fall short ol'it, 
by about a quarter. In France, Belgium, Sw{.’den, Denmark, iind 
pre-Nazi Germany average productivity was, between the wars, 
about two-thirds of ours. In Norway, Austria and Spain it was 
probably above one-half. In Czechoslovakia and Yugoslavia it 
was under one-half, and in Italy, Portugal, Greece, .Hungary, 
Poland and Finland about one-third. Finally, in Roumania an(l 
Bulgaria it was certainly not more than onc-quavtcr; and yet 
productivity per head even in these countries was con.siderabIy 
higher than it was among most of the peoples of Asia and Africa. 
In all, in Europe about 13 per cent, of the people were living at 
or near the British standard: about 43 to 44 per cent, were living 
at or near half that standard, and 45 to 4.6 per cent. wc:rc living at 
less than half that standard. 

Of course, those who lived at the lower standards were mainly 
peasants, in predominantly pea.sant countries. Tlicy lived, some 
of them, still on great estates belonging to wealthy aristocratic 
landlords, as in Hungary and Eastern Germany, but many more 
of them on exiguous peasant holdings, on which they were 
crowded together more and i»ore as pojjulatioiy'apidly increased. 
Thfiir standard-s of cuitivatipn were in most case.s wretchedly low, 
and even in many eases getting worse. They had mostly no more 
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than the most primitive farm implements: many of them were 
continually, and most of them intermittently, short of water aitd 
exposed to actual famine when crops failed. Very few of them 
Had access to any sort of mechanical or electrical power; and the 
vast majority were badly handicapped by lack of means of trans- 
porting their produce to market. There were few railways near 
them— even few tolerable roads. Most of them had ho reserves 
of money: very many of them were in debt. Even if they had 
known how to improve their standards of fanning, as most of 
them did not, they could not, save exceptionally, have used their 
knowledge; for l^etter farming means applying capital to the land, 
and they had none to apply. That is why the break-up of the 
groat estates which occurred over much of Europe after the 
first World War on the whole wSrsened, instead of raising, agri- 
cultural standai'ds. IJjiere were some improving landlords among 
the old proprietors — though there were many who did nothing 
but screw tire last penny out of their dependants; the peasants 
who got the land, often on onerous terms of compensation to the 
former owners, had no resources to devote to improving it. 

Moreover, the farms- were over-peopled. There was more 
labour on tliem than could be used to advantage, even in the 
absence of vaxy sort of mechanical appliance; and the very plenty 
,af labopr stood in the way of the resort to better methods. 
Economists call the situation which came to exist over a large 
part of peasant Europe ‘concealed unemployment.’ Perhaps no 
one was unemployed in the ordinary sense of the term; but, as 
we have seen, many worker's could have been taken away from 
the land without any adverse effect — perhaps even with favour- 
able effect — on total output. Throe workers could have done 
better what four, or even five, were doing ill. But them was 
nowhere for the surplus population to go. Emigration had almost 
ceased, largely as a consequence of the restrictions imtjosed on 
immigration into the United States and other developing 
countries; and there were, in the poor countries, no industries 
capable of absorbing the redundant population of the rural 
areas. Industry in these counti'ies was slow in developing; and 
whei'e it did develop, often under foreigit auspices, it was apt to 
take the form of extraction of minerals needed by foreign 
capitalists, or of producing goods for export or for the small 
class of wealthy consumers, rather than of mass-production of 
cheap goods which the ordinary inhabitants could afford to buy. 
New industries sej; up in backward, countries unused to factory 
labour wei»e almost bound, in the earjy stag'bs, to^hp a gqodxjpal 
less efficient than the industries of. the advanced countries; and 
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it did not seem to be a paying proposition to develop them. Nor 
could ft be, on a sufficient scale, unless at the same time steps 
could lie taken to widen the market by increasing the pnrcha.sing 
power of the m.ain body of the peasants. ’I'he tivo tl!ingS“-agw- 
' cultural and industrial advance — had to go togetlun': neither 

could be' achieved by itself. ' , 

« 

'The Necih of Ihe Backward Cotailrics 

1 , What these backward countric.s needixl to lift them out of t heir 

I .loVpihnary poverty was, so far, exactly <lu'. same, thing as was needed 

r : raising further the standard of living in (he countrie.s tliat 

f already more advanced. They neeclfd ‘full emjiloymeut,’ 

'p'-’'' vj'A/pursued as a national policy in each tsnuUry, adapted to suit 
• ' each country’s special couditioifo, and adjusted to lit ia with what 

T' was being done, in neighbouring areas. 'I’lnyssence of a policy of 
full employment is that the State makes it, self rc.sponsihle ibr 
securing that there shall he no shortage of jolw. .In advanced 
industrial countries this involves that the State shall set; to it that 
the demand for goods and services, of all sorts, adds up to a big- 
enough total to set all the available resources to work? i'he State 
can do this cither by stimulating the production of ‘capital goods,’ 
such as railways, roads, po-v\'er-station.s, waterworks, factories, 
ships, docks and harbours, and so on, or of ‘duralilc consumers’ 
goods,’ such as houses, or by putting into the pockets of the 
poorer people the means of Inlying move food, cltttlving, and 
other nou-dnrable 'consumers’ goods.’ Of course., it is of no u.se 
to give people tin; money to buy more goods iintl serviee.s than 
can be made avaiiabk; lor their use (Ii>r the e!!ee.i could only lie 
to force up prices): nor is it desir.ible to einl)ark on in'pjt.'Cts of 
capital construction which are beyond a country’s powers. What; 
can be done is to see to it that no productive resources that tire 
available are allowed to be left unused. 

The principal limit on the power of a liackward country to i 
apply its resources to economic development and to raisint; the 
standard of living among its people is the extent of its dependence 
on more advanced countries for machinery, for materials which . 
it doe.s not produce at home, and for a wide range oi‘ consumer, s’ 
goods. If it sets out to develop big ctipital works, .siu’.li us railwiiy,s, 
power-stations, harbours, or factories, or to improve its kind by 
irrigation works, it must import nearly all the plant and must 
also bring in technicians and skilled workers from abroad. Even 
if native workers are empl(;tyed for all exccjjt the most highly 
specialised jojis, the'Se wo^i^'kers will spend their wages in such 
a -way as to increase the demand for imported commodities^ and 
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unless the country is able to increase its exports so as to balance 
these demands— which it is not likely to be able to do in the short 
rwn~thcre will come a strain on its foreign exchanges — that is, 
on its means of paying in foreign money for imported goods — 
which may threaten to bring the entire policy of development to 
' a stop. That is why backwai'd countries in process o5 economic 
development usually need to borrow capital abroad and use the 
borrflwc.d money to pay for the excess of imports. As wc shall see, 
any large-scale policy of ecoijomic development in the backward 
countries needs, if it is to be accomplished without very great 
difficulties, the aid of foreign capital. If no such aid is to be had, 
development is not impoiisiblej but the pace is bound to be much 
slower, and there is no avoiding the necessity of imposing severe 
restrictions on the bringing in of imports which are not indispens- 
able for the execntioif of the plan. The’foreign exchange procured 
by the sale of exports has then to be reserved for buying goods 
which arc required for the plan, i.e. capital goods which cannot 
be made in the country and other really indispensable imports — 
and none catx be spared for buyiirg imported consumers’ goods 
that are not sheerly indispensable, however insistent the money 
demand for them may be. The Soviet Union had to carry through 
its prodigious scheme of economic development in this way, 
reserving' all the available foreign exchange for purchases of 
capital goods and bidding consumers go short for the time being 
in the expectation of a rapid rise in standards of living as soon as 
the pains of the transition were at an end. 

Naturally, a Socialist country was at a great advantage in 
following such a policy. Iir most of the backward areas, the 
classes in power would strongly resist the cutting off of luxury 
imports, of which they are the principal consumers, in order to 
concentrate purchasing power in foreign markets on th« goods 
required for the development plan. The richer classes in the 
backward coimtrie.s are far more parasitic and feudal in outlook 
than the capitalists of the advanced countries. They like cheap 
labour, which allows them to keep hordes of useless retainers; 
and they claim a right to buy imported luxuries for their own 
consumption. Many of them regard industrial development, with 
its corollary of higher wages, as a thr-eat to their feudal privileges, 
and would be altogether xmwilling to see their cowrtries enriched 
by method.s which would upset their traditional ways of living. 
I lie thorough-going industrialisation of Russia could never have 
been cani(;d throflgh under Tsarisitx: the overthrow of thq old 
ruling clas.ses was an essential pre-dbndition of Success. It* is, 
however, also true that it needed the stiffening of an industrial 
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prolettK'iat to lead the peasants in the overthrow of Tsarisinj and 
to lay the foundations of the new economic system. Foreign 
capitalism in I’sarist Russia acted, willy-nilly, as the foreruinwjr 
of the revolution; aird other predominantly jieasant States which 
embark cm economic development need similarly the stiffening of 
a body of industrial workers before they (’an be ready to lace llie 
ordeal of carrying the process through (vithout the aid of capital 
from abroad. Perliaps the Russians, when tliey have had tiiru'. to 
rebuild their own war-shatKn-ed economy, will lie able to hclji 
them in this way, witli skilled workers and technieiims to train 
them , if the capitalist countries refuse aid on toleralile terms. 

If foreign capital can he made Jivaila bkr, on reasonabk! tta’xn.s, 
the situation is somewhat dilliereut. It remain.s true lliat the 
feudal classes, to the extent to which they retain power or 
influence, will be likely t® obstruct the ii^ocess as making for 
their own supersession; but their power to obstruct it will be l(\s.s, 
and they will be able to enlist much scantier support. I'he middle 
classes, and even the members of the upper classes who arc not 
themselves direct beneficiaries of the feudal system, will tend to 
take the opposite side, and to look to the increase of wealth which 
economic development is likely to bring them without immediate 
privation of imported luxuries. For, if the capital imports can ho 
paid for out of loans, there will be no need to restrict, cfi' at any 
rate to restrict so severely, the importation of consumers’ supplies, 
Thus, the feudalists will tend to find themselves isolated, and will 
probably be forced to give way, or at any rate to compromise, 
in countries in which they still rtstuiu a snlistantial anmiint of 
political and economic power. 

Such a situation, thougli it can make indnstriali.satkm easier, is 
by no means ■without disadvantages, 'I'lu; middle classes will 
favour ^economic development, hut, as fiir as they have the 
power, will twist it to serve their own ends, rather than tlui 
people’s. They will want to get all the profit they can out of the 
use of the foreign capital, over and above the interest payable to 
the lenders. Accordingly, they will do their best to keep dowm 
wages, and to create monopolies in their own interest, and will 
ally themselves with foreign capitalist groups in exploiting the 
resources of their countries. They will demand for theutselves 
large rakes-off, which will seriously reduce the amounts 'actually 
applied to constnictive development; and they will be governed, 
in selecting the lines which development is to follow, not by the 
needs of the people Ijpt by tiife prospeefof the ffrofits to be derived 
from one tyiffe*"of under taMng as against another. .Hitherto, the 
cumulative effect of all this has been, in one country after another, 
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lop-sided and inadequate development. Enterprises whiclj. would' 
have most advanced the general economic position of a country 
by improving the peasants’ access to markets or facilitating higher 
farming standards have been dismissed as too venturesome and 
as offering too distant returns; and even in the field of manu- 
• facture preference has usually gone to meeting the existing 
demands of the wealthier citizens instead of going out to create 
newj, demands by cheap production for the general body of 
consumers. 

It is, however, possible 1:o imagine conditions under which 
these limitations could be transcended. If it could be made a 
definite part of the policy of the Economic and Social Council 
attached to the new United Nations Organisation and of the 
International Bank which is to act in conjunction with it to plan 
the economic development of the h;ackward countries, and to 
make international loans possible only for approved purposes 
which would further the raising of the standards of life in these 
countries; and if there were in power in these countries Govern- 
ments based on popular support with a will to bend development 
s into the right shapes, a great deal could be done. But it is useless 
to burke the fact that both these conditions need to be satisfied; 
and it would be foolish to pretend that either of them shows at 
, present* any prospect of being met. In the first place, neither 
American nor British capitalists, to the extent to which they are 
able to influence their Governments, are likely to be willing to 
regard the economic development of backward areas in any other 
light than as a means of making profitable investments or sales 
of goods for themselves. It may be true that they would stand to 
benefit most, as a class, from whatever would most speedily 
increase the wealth and productive power of the backward 
countries and would thus enlarge the total world market for 
their exports. But what each capitalist will think of firsf will be, 
not this total efi'ect, but the immediate prospects of profit on the 
investment he is invited to make, or the immediate chances of 
profitable sales of the kinds of goods he is out to sell. 

• Unfortunately, calculations made on this basis will often run 
directly counter to what is needed. Industrialists and traders who 
have been accustomed to seek markets in the backward countries 
will oppose the buildmg up of native industries which the^ think 
will compete with their own wai’cs. Investors will prefer invest- 
ments which ofter the chance of high direct profits to more useful 
investments of which the*benefits v»ill be widely diffused, so that 
• , only a paft — ^perhaps only a small part—of the<»r«al return^will 
accrue to the providers of the capital. Thus, the industrialists of 
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- Lancasjiirc did all they could to oppose the growth of the textile 
industries in India and China; and in most couiitrics tlu-rc lias 
been no readiness to finance railway building in agricultural 
areas, except where the return on tlie invested capital has Ixani 
in some way government-guaranteed. 

The Coniroi of Foreign Capital 

Tltis means, in cfl’ect, tliat if foreign capital is to he used js an 
instrument for furthering the economic develo].nnent (il the back- 
ward countries, States and not prit^ate individuals or financial 
syndicates will have to he the principal lenders and will have, to 
control in collaboration the. xises to which the, liorrowed mtmey 
is to bo put. Moreover, these States will have to act, not, as in 

/ the past, as the agents of their 5wn caititalisl: groups in search of 
maximum profits, lint as members of a World (.)rganisal:ion witli 
a clear human mission to lullil. The rulers of the advanced 
States will have to be so convinced of the. need, in the cause of 
world peace and world progress, to put an cud to tiic primary 
poverty of the backward areas, as to subordinate direct profit- 
seeking to the punsuance of a common objective, of world 
economic and social development, likely to yield on the capital 
embarked in it a rich indirect, but only a small direct, return. 
If we could look forward to having Govcniments of sucli u temper, 
in the advanced capitalist countries — say, in Great Britain, 
France, and the United States — not onl)’ would tlic jjrospeets of 
a successful crusade against world poverty lie bright, but also 
the whole world outlook wouki be changed in nearly every 
respect. 

;j This, however, is only the first of the two conditions of success. 

V I'he second is tolerably honest, ellicicnt, and democratic govern- 

\ mont in the backward countries themselves. None of these 
qualities, it must be admitted, has in tin: past been characteristit: 
of such countries, which iiave as a rule beem governed by 
oligarcliies at oucc inellicicnt and corrupt. Whether this situation 
can he changed without social revolution — ^whether it can be 
changed elsewhere as it wa.s changed in Russia, even with social 
revolution — no one can prove in advance; but obviously one 
great source of corruption would be removed if capital from 
abroad were to be supplied in future, not liy foreign syndicates 
out merely for private gain, and evcr-re.ady to bribe iix pursuit 
of it, but under the auspices of some public international 
authority acting under the eye of the, new World Organisation 
and pursuanpe of it declared plan of world social and economic 
development. The existence of such an authority would also 
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make it much easier -to combat inefficiency without rousing 
hostile nationalist feeling. As for democracy, nothing would so 
surely further its victory in the backward countries as its real 
cst?iblishment in the more advanced. Thus, here again, the two' 
conditions turn out to be mainly one; and the key to both is to 
be found in the victory of democratic forces in the gidvanced 
countries. 

Politics and Economics ' . :■ 

It may appear absurd to continue to cherish hopes of effective 
international action in face of the experience of deadlock after 
deadlock at the meetings of the Foreign Ministers of the Great 
Powers since the end of the war. It may seem absurd, not so 
much because on one occasion after another fundamental differ- 
ences have appeared, a*id important pai;ts of the peace settlement 
have had to be left undecided or put off after fruitless wrangling, 
but even more because there has been no disposition anywhere 
to attempt to break the deadlock by proposals for constructive 
co-operation. When one Minister has insisted on one course, and 
another on some quite different solution, no one has ever said, 
“Gan’t we find means that will give us both what we want by 
agreeing to do the job that needs doing together, instead of each 
claiming the right to do it separately in his own way?” In the 
case of Trieste, something of this sort was ultimately done; but 
nothing of the kind has been put forward when the economic 
side of the settlement has been in question. It appears to have 
been an unspoken assumption of the discussions that, economic- ^ 
ally, the Soviet Union and the Western countries canirot col- 
laborate in any constructive fashion. That is why proposals to 
treat Germany as an economic unit break down, despite the 
Potsdam decision that this was to be done; and this is why no 
real effort is made to lift the question of Western Germany (the 
Ruhr and the Rhineland) on to the plane of real international 
collaboration in making as much of its great resources as can be 
made without danger of enabling the Germans to re-arm. Yet 
•I refuse to give up, without yet further evidence, all hope of the 
advanced countries of the world realising the necessity of working 
together to lift up the backward countries to a higher standard 
of productivity; for to give up this hope is to make against the 
leaders of world opinion a charge of folly and incompetence 
which should be put forward only on quite uncontrovertible 
grounds. I shall conje back later to this great question, on which 
so much depends for advanced and backward ccMuitries alik« 

■ and for the Soviet Union and for Western Europe as much as for 
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any part of humanity. But for the moment I am not disctissing ^ 
politics: I am, only trying to talk plain common .sense. ‘ 

Knowledge Fails to Spread 

In the foregoing paragraphs I have tried to .set out the 
obstacles in the way of an cffi;ctive policy of world economic 
development without glossing them over or indulging in wi.shful 
tlrinking. But now, having stated them, I hope fairly^ may 
I come back to my essentia! point? For two hundred years and ^ 
more the wise men of the West liavi; been devising wonderful 
machines, winning fresh masteries over the forces ol' nature, 
penetrating the secrets of matter and energy, and bniltling up 
comple.v forms of economic organisation for the exjiloitatiou of ' 
their scientific achievements.' As an outcome c.)f all this, pro- 1 
ductivity lias advanced enormously in tin* countries which have [, 
made themselves masters of the now knowli.idgc; and, though [ 
a good deal of the advantage of higher ].)roductivity ha.s lieeu 
cancelled by the increased complication of the art of living in ' 
great cities and a good deal more lost through faults in social j 
organisation, there is no doubt at all that, in the.se countries, the 
standards of life have risen very greatly for the bulk of ordinary ; 

men and women. Nay, more, I venture to assert that, despite 
slumps and war, the average man or woman in thcsCTCOuntries 
enjoyed in recent times (excepting the most recent of all) a much , 
better chance of happiness and well-being than at any previous . | 
period in tlic history of the world. Yet — and here is the (essential „ 
point — by far the greater part of the human race has remained 
to this day, if not untouched, at any rate unadvantaged by tlu;.se ; 
victories over nature, and has enjoyed practically no share in the ? 
increasing productivity which they have involved. Indeed, in 
many countries, the standards of living have been getting worse, 
owing to the pressure of population in areas whci’e no advance 
has been made in efficiency of production. , 

Tins, when you come to reflect upon it, is a most extraordinary 
thing. We have always been told that one great virtue of the | 
system of ‘free enterprise*' is that it is international, and by its- 
internationalism diifuses the benefits of the 'division of labour’ 
over all the earth. Nothing of the sort is true. The deni:?en of • , 
a remote Indian or Chinese village may no doubt htivc come to . 
clothe himself in a garment made of yarn spun in some mill in t 
Lancashire, or, more likely, Shanghai or Japan. He may even < 
have come to wear fectotw-woven cV>th, an*l to have about his ( 
lajit a few rfactory^-mado. utensils from Birmingham or Osaka, 

But in his, daily life as a producer he goe.s about hi.s business 
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almost wholly unaided by any modern technique. His labour is 
as primitive and his pi'oduct as hardly won as it would have 
been if James Watt had never improved the steam-engine, or if 
chemistry had remained as it was before Pal ton or if even 
bicycles had never been made. It has been proved ag^in and 
■again that the backward countries can pi’oduce individual 
scientists and technicians fully capable of mastering the most 
advaiiped techniques; but whereas in the advanced countries the 
results of the new knowledge have been manifested in a general 
revolution in the arts of production, elsewhere no such thing 
has come about. Consequently, the world as a whole remaius 
miserably poor despite’the growth of scientific knowledge; and 
even in the most advanced countries material pi'ogress is held ,, 
back by the limitation of markets due to the poverty of the great ■ 
majority of the world’s consumers. . 

Agi'icultural Standards 

• Agriculture is among the oldest occupations of men living in 
settled communities. We might expect huge disparities in pro- 
ductivity per head in industry, between men working with 
primitive hand implements and men who have become but the 
adjuncts of mighty aggregations of power-driven machines. In 
agriculture, which is still for the most part carried on, even in 
advanced countries, in small units and with but modest capital 
equipment, one might expect the differences to be relatively 
slight. They arc, however, in fact very great. In pre-war Europe,’- 
the average yield of wheat, in bushels per acre, ranged from 45 
in Denmark and Holland to 15 in Roumania and I2 in the 
Soviet Union. It was 34 in Great Britain, and 33 in Gei'many, 
whereas in Italy it was only 22. True, yield per acre is by no 
means always a satisfactory measure of agricultural eiEcJency. 
On the contrary, the great prairie countries, which loroduce 
most of the wheat that enters into international trade, have all 
very low yields per acre, .though their methods are highly 
efficient. The average yield in the United States before 1939 was 
' only 10 bushels an acre; and Canada could show only 12 bushels, 
the Argentine about the same, and Australia 13. But this was 
because in these countrjcjs tlmre_wa.s.,no dearth , of Jaad. Labour 
was expensive in comparison with land; and it therefore paid 
best to cultivate a large acreage lightly with little labour and 
much machinery, rather than to go out for a high yield on each 
acre tilled. To som* extent^ similar c«ndition| hold good for the 
Soviet Unioh, where there is still no danrth of unofcupied land; 

1 Average yields, 1935-9. 
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V. Er.ancc, invaded arca,i and Belgium 

VI. Italy . . . . . 

VII. Germany (1923 area) . . ., . 

VIII. Austria and lloliemia .... 

IX. Hungary, .Slovakia, RulhiMiia, Transylvania 

X. Yugoslavia, Bulgaria, Roumania, Greece 

XI. Finland and Baltic. States , 

XII. Ru.ssian Poland, Bc.s.s.arabia .i> 

Europe, continental, exfcpt Soviet Union « 

XIII. U.S.S.R 

XIV, Mediterranean Africa .... 

XV. North America ..... 

XVI. Southern Hemisphere exporters . 
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but the Soviet Union has still plenty of labour as well as, Jail'd, 
though it is steadily taking workers out of agriculture and trans- 
ferring them to industry. Agricultural technique is still backward 
in*the Soviet Union, despite the immense strides that have been 
made in recent years. But there it is at least advancing, whereas 
hi most of the peasant countries it is at best standing^ still. No 
such explanation of low yields as holds good for the prairie 
countjies, and to a smaller extent for the Soviet Union, is valid 
for the peasant countries of Europe, with their rapidly increasing 
populations pres.sing on scanty lands, their abundant and cheap / 
supplies of rural labour, and their hungry mouths crying to be 
fed. A high yield per acre would be an inestimable benefit to 
them, if they could get it; but the cultivators lack both the 
knowledge and the material means. The scientific revolution has 
passed them by. « 

As it is with wheat, so is it with other crops. In addition, their 
cattle are lean kine; for how arc they to be fat when men and 
beasts alike go short of nourishment? Like master, like beast: 
starvation breeds starvation, in a vicious circle from which there 
has seemed, up to now, no outlet for most of the human kind. 

What Needs Doing 

. Gan w« not make up our minds to put an end to this absurdity, 
which is also the supreme tragedy of mankind — a, tragedy even 
worse than war in its total effects, because its incidence is con- 
tinuous and it is transmitted from generation to generation 
without surcetise of suITering? 'War is no doubt worse, while it 
lasts — at any rate modern war; but the tragedy of sheer, grinding 
poverty is yet more pitiable, when we think in terms of the entire 
human race. This tragedy will not be ended without heroic 
measures: nor, even with heroic measures, can it be ended soon. 
A quarter of a century of intense effort in the Soviet Uni&n has 
still left the Soviet people very poor by the standards of Western 
Europe, and still more by those of North Ameiica. India and 
China are both tougher propositions than ever Russia was; even 
Eastern and Southern Europe, though much more manageable, 
present difficulties enough. But to say that a problem is tough is 
no good reason for letting it alone, especially if to let it alone is 
to resign ourselves to giving up all pro.spect of a world securely 
peaceful and tolerably free fi’om avoidable misery and disease. 
Even if we cannot ^chieve all we should like to see achieved, 
surely it is worth conc<s’ted worl4 effort to achieve what is 
manifestly ifrithin the realm of practicable econoi’wk and soCi*tl 


Oi>j if wc prefer to dismiss such higlifu'lutin urgumcuts mirl to 
consider only our own narrower scir-int('rcst, is there not still 
a strong case for doing what wc can? We in Great liritain 
continually being .told that wc must “export to live” — that is, 
that wp must iind buyers for enough exports to pay for the 
heavy im]3orts of foodstuffs and raw materials that wc; must 
bring in if we arc to eat well a nd to k(;e) ) onr industrievs at work. 
To whom, then, are we to exporli’ It; is plainly to onr intirresi: to 
have around us peoples of high ^purchasing' iniw(;r, alcle and 
eager to buy the kinds of goods which wc, skilled hi the arts of 
mechanical and scientific jiroduction, are best alile to supjrly. 
It is useless for us to cling to our old luics — cheu]} tc-xtiles and 
high-grade coal — in the liojiCftlint tlictsi; tvill yield us the; .markets 
we require. Other countries can produce nowadays cheaper 
textiles than we can; and with the steady devedopment of sub- 
stitute materials and highly mechanised pvotluction that dispenses 
with skilled labour, our old predominance, in the cotton industry 
is gone past recall. Our coal, too, gets harder and more expensive 
to win, so that we have to look more to scientilic exploitation of 
by-products and less to exports of raw coal. Indeed, to-day we, 
have, despite our skill and our resm!rce.s, no coal to export: wc 
arc even short of enough to meet our home needs. Of course, we 
must hold on to as much trade a.s rvc can in the old staple lines; 
but for the great increase in exporls tiiat wc need now that 
we are no longer the world’s great creditor nation we have to 
look elsewhere — to products which embody skill that cannot lie 
superseded as yet by macliiiiery worked with untrained labour. 

In fact, our special competence lies in tlie making of metals, 
machinery, ships, power plant, railway rolling-stock, motor cars, 
aeroplanes, and other complex capital goods which call for high 
.skill h) design and execution; of quiilit:y goods for corns umers who 
can afford somethhig bctt<;r than the clu;apest— fine cotton and 
woollen textiles, high-class apiparel and other consumers’ gocxls, 
including- the infinite variety of_kiuck-kniiGks that people’ want 
as soon as they can afford something beyond the slieer nece.s.saries 
of life. We are lost if we set out, witli our relatively high staiidtirds 
and our special skill based on generations of experience, to eater 
for the needs of an impoverished world. Both the high-wage and 
the low-wage countries wiU beat us at that game—the Americans 
by mass-productiou based on their enormous home market, the 
Japanese (only momentarily in eclipse) and other countries of 
the Far East by tlviir dexfenty in patting tiveap labour to the 
rrmst effccti'Ccruse. Our .vTay lies betwixt and between: our hope 
depends on the enlargci-ncnt of world markets for capital goods 
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and consumers’ goods' of high quality such as only progressive 
countries can afford to buy. 

Trade and the Standard of Living 

. Where can we look for such new markets except, in the 
‘Countries which are now backward, but, in proporticjn as th?y 
can be lifted out of their primitive conditions, will become 
expajiding markets for a wide range of both capital goods and 
high-grade consumers’ goodj which they will not be able for 
a long time to manufacture for themselves? In return, we can 
take from these countries the products of their improving agri- 
culture — industrial materials as well as foodstuflfs — and of their 
mines of valuable metals which rge lack at home. Only such an 
ex2oansion of the total world market can save us from a decline 
in our standards of ftviug; for even if we increase greatly our 
own agricultural output we cannot live well without large 
imports of both foodstuffs and materials from overseas. It is to 
our interest, fully as much as it is to the interest of the peoples of 
the backward countries, that their wealth and productivity shall 
increase. What if they do proceed to make for themselves, as 
India is doing to-day, many classes of goods of which they used 
to buy from us as much as their poverty could afford? Anything 
we lose hr this way will be much more than made up for by the 
greatly increased demand for imports that will follow surely upon 
an improvement in their national incomes per head. There will 
be pains of transition, no doubt, especially if we watch the decay 
of our old exports before making any comprehensive effort to 
replace them with goods better suited to the markets of to- 
morrow. It is easy to understand the feelings of a manufacturer, 
or of an operative, who is facing the loss of the trade by which he 
has lived. But it is of no use to cry over such spilt milk. 'V^e must 
do all we can to ease the pains of the transition; and the best way 
of doing this is to make all speed we can in devising new ways of 
meeting the world’s needs. • . 

In the period before the war (1935-8), Australia and New 
Zealand, with a combined population of fewer than nine millions, 
imported goods to a higher total value than India and Burma, 
with a population of nearly 400 millions. Sweden, with fewer 
than six and a half million people, imjported more than Poland, 
Roumania and Yugoslavia together, with a combined population 
of 70 millions. Denmark, with 4, millions, imported more than 
China, with more^than a»hundred ftmes thfi; number of peQ,ple. 
All the world over, , the evidence overwhehmag that Irsgh 
impor ts go with a high standard of life, and that, so for fi'om the 
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inclusktvial development of a primitive ednutry spoiling it as a 
market for the. products of the adviiiiced iiidustriul nations, tlie 
very I'cverse is the case. , 

iMvoivrs JNTO Certain Goontrim in RncATtoN to Population, i9;i;v-h 
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Maiioml Self-mfficiemy 

It is entirely natural that tins sliould be so. It is no doubt 
possible for a very large counti7, if it i.s po.ssessed of a great 
diversity of soils and climates and of raw materials needed for 
every sort of industiy, to organise its economic life oii'the basis 
Jof a high degree of self suflicieticy, and to reduce its foreign 
trade within narrow limits. Tins, however, is quite otit of the 
question for smaller countries, or oven for very large countries 
which lack the requisite diversity of home supplies. A small 
country always, and a large country tln'oughout the earlier 
stages of development, must specialise; for on no oflier terms 
can it achieve ellicioncy, which in many branches of production 
depends on large-scale methods. A small country, for example, 
canno't produce motor cars economically for its home market; 
nor can it undertake the production of more than a quite small 
proportion of the wide variety of goods which its consumers will 
demand. In order to live well, it must e-xport goods whidi it is 
well equipped to produce, and thus get tlie means of paying 1 ‘or 
a wide range of imports. This holds good for every small country 
which has advanced beyond a low peasant standard of living. 

For a big couutry—big in both territory and population— the, 
conditions are somewhat different. Such a country, if it possesses 
the requisite diversity of natural resources, can aim in the long 
run at an all-roungl development bsiSed on the idea of a near 
approach to eself-sufficieflcy. But for a backward country to 
attempt this, in the short run, involves enormous disadvantages, 
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and means the infliction of great temporary hardships upon its 
people. The Russians had to face these hardships, because their 
atliernpt to construct a Socialist society in a world dominated by 
capitalism both made it impossible for therri to command any 
large quantity of imports and rendered it imperative for them to 
aim at self-sufficiency in the interests of national defence. If 
these conditions had not existed, it would have been much easier 
for th(?m to aim at a less wide diversity of industrial development, 
and to rely on paying with exports for the imports which the 
narrowing of their own productive plans would have made 
indispensable — or, indqpd, to meet part of the cost of imports 
out of foreign loans. In practice, if such a coui'se had been 
possible without jeopardy to the Socialist revolution, the citizens 
of the Soviet Union would not have been forced to go neai'ly so 
short as they did go of essential cousuniers’ goods. 

The Soviet Union is probably better placed than any other 
country in the world — even the United States — ^for following a 
policy of economic self-sufficiency: so wide is the range of climate 
and of natural resources of which it stands possessed. It would be 
impossible for India or China, with their much denser popula- 
tions, to reproduce the achievements of the Soviet Five Year 
Plans, or^to carry through large-scale industrialisation at any- 
thing like" the same pace without extensive help from abroad. 
Practicable plans of economic development for India and China 
will have to take the form, not of sclRsufficiency, but of marking 
out for rapid advancement certain chosen lines of agricultural 
and industrial j^roduction and of aiming at producing enough in 
some of these lines to pay for I'apidly increasing imports of goods 
which cannot be so easily made at home. These requirements 
could be met best by some sort of international planning which 
could give them assured markets for certain products in exchange 
for their readiness to purchase abroad supplies of goods which 
they would abstain from making. It would not be difficult, given, 
the will among the nations, to arrive at a fair arrangement, and 
,to work out line.s of development which would at the same time 
provide for a rapid advance of productive efficiency in the 
backward countries and ensure a great expansion of their inter- 
national trade. 

The Meed, for International Planning 

The great obstacle in the way of %ich aiTangements, on the 
side of the advaucdlH capitalist countries, is that policy t4' 
.their governing classes is apt to be based on a fundamental 
inconsistency. On the one hand, the directoi's of their leading 
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indtistries are always seeking additional markets in order to 
expand the scale ol production; and on the other liaud every 
group of industrialists within their Ifontiers clamours for protec- 
tion against competitive imports, It is easy enough to demonstrate 
that it is impossil.)le to expand total exports without at the same 
time either admitting additional imports or making capital loans^ 
'^to cover the excess, 'i'hc trouble is that tliere is no way either of 
securing that such loans shall be made in the r(;quircd amounts 
or of disarming the opposition to, letting in additiomd imports. 
Obviously, no country can pay for what it import, s exeeiit with 
exports, 1 and it is also obvious that, lU'cn if the gap can Ire 

temporarily bridged by hoiTowdng, the inter(\st: clvarges tuid 

still more obviously any repa)unent of capital- ~e.au l>e uu;t only 
by means of aiklilional e.xports. Even thotigli tins evident truth 
may be accepted in tlunwy, couutrie.s .suc5‘i as the United Stute.s 
have continued in practice to attempt year after year to expand 
their export.s w'itliout rcctdving additional import.s in exchange, 
and have remained unwilling to strike bargains with the countries 
in need of economic development where any domestic vested 
mtercst has seen itself tlircatencd cither with a loss of foreign 
markets or with foreign competition in the home market in any 
line of goods. 

Only a recognition of the need for some sort of internatiorial 
economic planning, based on the principle of expanding total 
world production and of raising standards of life in tlie backward 
areas, can overcome these obstacles. Yet it is greatly to tlu*. 
interest of all classes in the advanced countries that they shall 
be overcome; for there is no otJua- way of transcending the 
limitations of the capitalist market or of securing the proiijssed 
object of the advocates of free intcmational enterprise “-tlK! 
enlargement of the. total market on the Irasis of the international 
division of labour,* 

If self-sufficiency is out of the (luestion as the objective of any 
practicable plan of economic development for sudi vast areas as 
India and China, it is even more obviously excluded as the basis 
on which development can proceed in the backward part.s of 
Europe. Such countries as Poland, Yugoslavia and Bulgaria can 
be economically developed only on a basis of specialisation. If 
they were to set out to produce for themselves a wide range of 

t Including, of course, ‘exports’ of services, as well ns goods, Sm pp. 449ff. 

* By the international divisions of labour i%meaiit cotate of nfl’nirs in which 
e^ch area of;tljj! worKl specialises in producing what it can ^jroduce at the 
lowest real cost in human efiort and receives in exchange for Us surplus of 
goods so produced the equivalent products of otlter areas. 
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miscellaneous productSj they would stand no chance of dicing 
able to produce at reasonable costs, and, so far from achieving 
an, improvement in their general standards of living, they would 
only further impoverish their peasant populations by compelling 
them to buy expensi^ (and probably shoddy) industrial products, 
or to go without. Mne first place in effective plans oftjconomic 
development for these co un tries must be given to improvement in 
standards of agricultural production,' 'tfSspbrt 'ahd' markotn 
^Maimliicturing devHbpmeht'ir'al^^^ necessary; but it 'must be 
concentrated upon those products which can be cheaply mass- 
produced to meet a Ityrge and expansible home demand, and 
there must be a careful avoidance of favours to home industries 
which can be fostered only by msans of exjiensive subsidies to 
high-cost producers or of licence to charge exorbitant prices. 
The worst enemy of world economic Jidvancement is that form 
of Economic Nationalism which, aiming at the encouragement 
of any sort of home manufacture as against imports, results in the 
stimulation and protection of inefHcient vested interests in each 
petty market and impoverishes, where a better policy would 
enrich, the common people. 

I have set these international considerations in the forefront of 
my argument because it is impossible to work out a satisfactory 
hbme policy of full employment without considering how it ought 
to be fitted in with corresponding policies in the rest of the world. 
For ourselves and for other advanced industrial countries the 
problem presents itself, first and foremost, as that of abolishing 
unemployment, which is the scourge most present to our con- 
sciousness as a result of our experience between the wars. Unem- 
ployment, however, is not really the disease: it is the symptom. 
In the less developed parts of the world the same disease shows 
different symptoms. In Poland or Rournania, in India «6r in 
China, the outstanding economic misfortune has been not unem- 
ployment but peasant poverty and the crowding of rural popula- 
tion on uneconomic holdings. This ‘concealed unemployment’ i 
, and the type of unemployment with which we in Great Britain 
are familiar are both symptoms of the failure to organise the 
world’s economic resources for the effective satisfaction of human 
needs. They are alike results of a failure to plan — of a reliance on 
' what is miscalled ‘free enterprise’ to bring about maximum pro- 
duetioir of wealth and of a refusal to recognise that what ‘free 
enterjirise’ means in practice is the j^niversal dominance of an 
unenlightenfjd selfS&eeking* which, in its cdnstant pursuit. of 
. sectional advantages, defeats its own eftds. The oift&me of thTs 
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policy, or lack of policy, is the cntrencluncnt in some quarters of 
restrictive monopolies raasquerarling in th(^ cloak of freedom, and 
in others the dereliction of vast resources which it suits the book 
of no suJficiently jxjwerful interest to exploit. 

./The .objective of econoniic policy need.s to Ijc re-.stated in 
csseutiallr/ different terms. The obji.'Ct w. should Ik; pui'suiug, all 
the world over, is the greatest possiljle expansion of output in 
the interests of the general body of e.onsvmun's, in such a why that 
nowhere will usable resources, huiuau oi' juaterial, Ire left tmused, 
or knowledge and the means of applying it be held Irack from 
any section of the luiinan race. Within tht.’ framework of such an 
objective, wc, could set out to plan sensibly our own ways of 
economic organisation and ckvelopment, and our own policies 
of full employment for our own people. .I f, on the other hand, we 
set out to plan for full employment at hoiue without these widiu', 
world considerations in mind, we .shall both fail to achieve the 
higher .standards of living which we are siieking for ourselves and, 
in failing to help other peoples to improve their condition, be 
sowing surely the seeds of future wars. 



. OHAPTER III 

THE TASKS BEFORE 'uS 

One day, not so long before the outbreak of the second 
Work], War, I was standing on the soil of France. I had been 
travelling through fertile country: earlier in the day I had fed 
nobly at the tabic of a farmer and had drunk the admirable wine 
grown on his own vineyard. But now I had come to a land where 
nothing grew save a few shrubs and here and there a few hardy 
weeds. All around me the land w^s dead — a waste of grey holes 
and hummocks lying cold under the afternoon sky. Just in front 
of me was one of thes« holes; and in it. were still lying, till some 
souvenir-seeker should come to carry them away, a battered tin 
hat and a rusty bayonet— relics of the time that had brought the 
land to its doom. Here, month after month and year after year, 
had the ‘war of attrition’ been fought when I was young; and 
twenty years had not availed to restore this sorry stretch of ground 
to the uses of man. The surface soil had been blasted away; the 
undersoil had been churned up by shells and entrenchments. 
There remained only a lifeless waste where no crops would grow. 
As I stood there, I said to myself, ‘This is war’; and then 
I bethought me of the vast dust-bowls of America, the lost cities 
of Arabia and Northern Africa, the deforested and denuded 
wastes of Gcntral China, and I reminded myself that man could 
desolate his heritage in peace as well as in war, and that the 
‘making of solitude’ has beem no monopoly of the war-makers, 
either in recent history or back in man’s chequered past. I did 
not say to myself then, but I did later, ‘How much of Europe 
will be like this if there is another war?’ 

How much will, in twenty years’ time from now? We have had 
our second World War; and now it is time to begin counting the 
cost. War, as wc: modei'ns have learnt to wage it, is spectacular 
’ in its destructive force. With artillery, with rocket-projectile.?, and 
with bombing aircraft, and at the last with atomic bombs upon 
cities teeming with people, we have mastered the art of raining 
down destruction on a scale that is sheerly terrific. From Guernica, 
where the Nazis staged their dress-rehearsal, to Stalingrad and 
to certain districts of London and other English towns the horror 
has iiassed to wh(> knows* how mai?y cities^of Germany, upon 
wliich has fallen the retribution for #he Nazis* Mttssdeeds. The 
ruined indiLstries of the Ukraine and of the Ruhr bear witness to 
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this appalling power. Burst dams, flooded country, broken power- 
statioirs, coal-mines filled with water, a.s well a.s ruined towns and 
burnt-out villages mark the tracks of receding annies wliicdi have 
‘scorcl\ed’ tlie earth when they could no longin’ hold it as masters. 
The dykes have been thrown down in Holland, the harbour works 
blasted Tipin Sevastopol to the Atlantic coast. Oil“^vl•ll.s and coal- 
mines have bet;n set burning; Ibrest.s have been fired; bridges and 
viaducts have been broken; canals destroyed; sliiirs torpetloed or 
bombed and left to burn. From end to end of hlurope the nsde of 
destruction has risen up. 

Men, women and children, as well as things, have been ofl'ered 
up for sacrifice on this altar which is the world. And yet it is 
astonishing how human Ijcingij. have lived on amid the ruins, save 
where delibei’atc mass-murclor has entin’cd into the destroyers’ 
plan. Even the Poles are still a people, though among tlunn mass- 
murder has played a ghastly role. There arc still Germans, to 
constitute a ‘German problem,’ even where the bombs have 
fallen thickest by Ruhr and Rhine. To shattered towns, villages 
and steadings all over Europe' the people have been coming back 
— except where they have not been allmvcd to came back. In city 
and country they have been seeking tlie means to re-build their 
lives. How great a task awaits them? How great a task, let us 
enquire first, in a purely material sense? 

I do not profess yet to be able to number the returning people, 
or to count the slain. Nor do I proHi.ss to l)e able to add up the 
bill of physical destruction, so as to .say how nuieh the Naziis 
would owe us in roparatioiis—il' they could ni(;et the aixamnt. 
In neither case do I know, nor cun anyone yet fully know, the 
facts. But we do know enough to gt!t some impre.ssion of tlie 
character and scale of the problem that i,s now being faced—’Or 
not faced, wliere, as in Germany itself, the means of facing it are 
not in^the people’s hands. 

The destruction is vast — that is plain enough. But how much 
of it is irreparable, on the basis of our existing knowledge or 
because the task of restoration would be so immense in relation 
to the possible results as to be clearly not wortli while? T'he los.s 
of life, indeed, is absolute; and so are the maiming of body and 
twisting of mind and the distorted age-structure of peoples that 
have lost a large part of the beat of their potential leadens and 
woi-kers. But in material temiii, it is reasonable to hope, the 
losses are mainly of such a kind as can be made good, given time 
and, what are no kss needud, energy md goodwill in facing tlie 
tasks of recojistruction. Itds astonishing but true that, despite ali 
the blasting and scorcliing and flooding and laying waste, there 
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is little that is compai'able, in its lasting effects, with what man 
has done in peace in the dust-bowls of America or with the 
murdered earth I saw about me that day on one of the derelict 
battlefields men fought over continually, year after year» during 
the first World War. 

What men have built and battered down men ca^i' rebuild. 
The reconstruction of all the blasted cities, villages, farmsteads, 
bridgfes, ports, dams, power-stations, and other edifices that have 
been bunrt or blasted may be a labour of Hercules, but it is 
a labour which men know tolerably well how to set about. There 
is nothing impossible in it, beyond the sheer magnitude of the 
operations it requires.’ It must take time — considerable time — 
and faith; for without reasonably faith in the future much of it 
may seem not worth the effort. But, in time, men can do it, if 
they have but the faith and the persistence to tackle the job. 
Nay, more: they have the capacity, not merely to rebuild, but 
to build all much better and more serviceable than it was. What 
man cannot do, with his present knowledge, or at any rate 
cannot yet do without effort disproportionate to the result, is to 
restore fertility where the soil is gone, or bid the man-made 
desert blossom as the rose. 

Xhe Two Wars 

What I saw in France was the outcome of the ‘war of attrition’ 
—of ye,ars of trench warfare, with hardly a shift of the Hires. It is 
•such warfare that leaves the land ruined irreparably, or at least 
beyond present renovation — -just as it has been left elsewhere by 
men’s thriftless abuse of the powers of nature. The second World 
War, in comparison with the first, was a war of movement. In 
many ways it was even more destructive; but it has, I hope and 
believe, borne more hardly, in the realm of things, on man-made 
than on natural wealth. Gigantic as the tasks of reconstruction 
arc, they are for the most part but doing over again what men 
have already shown their capacity to do. The main difference is i 
that there are .such hosts of things needing to be done at once, 
and done by men who arc tired and, after spending years of 
feverish energy in pulling things down, may run short of the 
energy and the courage ’that are needed for building them anew. 

The difficulties are formidable; but they are mainly economic 
and political, not natural or essentially superhuman, State the 
problem, provisionally, in purely economic terms, an,d state it 
for Europe, though of cemrse it exists for Asia on a hardly less 
formidable” scale. Europe, with deplet#d man-pow«J:, will ha'^q.to 
accomplish a double task— to provide simultaneously for its 
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Wmediate necessities and for its fntnrc,.Tt needs to ‘invest’ in 
new Instruments of production on an unjH’c'ccxlented scale, and 
at the same time to jirovidc for the needs of current consumption. 
Of course, up to a point, this need to invc.st a.s well as to consuime, 
and to''do both oufof the current output of tiu; people, i.s nothing 
new; for capital resources could never have, accumulated unless- 
the peopk\s, or some of them, had consmnod less than tlu-y jn'o- 
duGcd. What is new is the scale on whicii investnu-ut i,s urgently 
reqnired; for the peoples of Kurop(' • to say nothin;.'; of the rest of 
the world— -are. now Iheing the m-rd, not incrcly l.o make good 
tlu; aunnal wastage of means of production and to sevt aside; a. 
small smqilus to provide for rising poinilal iou and an imjjrovhig 
standard of living, but also to maki; good the enormoms destruc- 
tion of past accmnnlations w'i\ich Nvar has lirought aljout, and 
even, over and abov(! all this, one hopes, ^to lu;!]) the liackward 
areas, in whicdi tiierc wa.s' too littk; eai,ilta,l c.quipment before the 
war, to raise th<‘ir standards and to take tlunr place, as economic 
equals, in a new comity of pcojjles. 

W/iai Happened in Russia 

In more than, one respect the tcisk which faces all Europe is 
singularly like that which faced Russia on the morrow of the 
Revolution. In the Rus.sia of 1918 the old economic order ha,d 
broken down utterly. Tlic outj)ut of industry had been reduced 
to a mere fraction of pre-war output. The tran.sjKU't sy,stcm was 
in clutos. Even agricultural outj.)ut liad falh'u sluirply, and the 
slaughter of livestock had lu’cu, and was still, proceeding at a 
disastrous pace, It has been estimated that liy 1920 the iiHhi.strial 
production of the territory of tlu: .Sovic'.l; Union had ihllcu to less 
than one-iiftli of what it had bei'u in ipi;;. Tlu: following yetir, 
when over vast areas the crops faihul and live.stock were killed 
off b'jf- millions, there, was famine in many jnu'ts of the cmuitry- 
side a.s well as in the towns, and on all hand,s the impending 
downfall of the Bolsheviks and the dissolution of all Rus.sia into 
sheer chaos were confidently .foretold. The tasks facing the 
peoples of the Soviet Union seemed nmre than men could 
attempt: death from starvation confronted many millions, Yet 
out of this abyss the Soviet peoples climbed, not witliont terrildc 
suffering, but intact as a community and with strength and liope 
renewed. What was done in revolutionary Russia can be doiu; in 
Europe— -but not without resolution and courageous leadership 
or without united effort. ^..Whether can done with less 
suffering will depeitd, noy)nly on the unity and resolution of the 
plioples of Europe, but also on the help they and others who are 
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in a like distress get from those pai'ts of the world which are in 
a position to come to tludr aid. 

The problem that faces us now is, of course, upon a far greater 
fSliale. It involves all Europe, including th^ Soviet Unjon; and 
there are parallel problems in the Far and Middle East and in 
'Afric.a to l)e faced at the same time. In Europe alphe it is a 
problem, in terms of pre-war population, of a quarter of all the 
world’s inhabitants, and of the most densely populated of the 
world’s eoutiueiits. Europe, without the Soviet Union, held in 
1939 about per cent.* of the world’s men and women, 
crowded upon 4, per cent, of the woi'ld’s land siu'face; whereas the 
Soviet Unioii had i6 p’er cent, of the land area, and but 8 per cent, 
of the world’s people. ^ 

The World and Its P^.upUs 

'Ehe world in 1939, just before the outbreak of war, had about 
2,170 million inhabitants, among whom the people of the United 
Kingdom accounted for fewer than 2 per cent. Considerably 
more than half the total population lived in Asia, where two 
great countries — China and India — with their dependencies con- 
tamed neavly 40 per cent, of the world’s hvhahltarvts. As. for the 
rest, Europe, including the Soviet Union, had about 26^ per cent. 
,of the total, Africa had nearly 7^ per cent,. North America about 
6|f per cent., Latin America about 6 per cent., and Oceania less 
than half of x per cent, 

Asia, excluding Soviet territory, contained 53 per cent, of the 
world’s population, but only one-fifth of its land area. As against 
this, the Soviet Union had iG per cent, of the land area, but only 
8 per cent, of the people. Europe, excluding tlie Soviet Union, 
crowded its per cent, of the world’s population on 4 per cent, 
of the laud area, whei'cas Africa’s 7I per cent, were spread over 
nearly 23 per cent, of the land. North America occupied, with 
6| per cent, of the people, nearly 15 per cent, of the land, and 
I.atin America, with 6 per cent,, over 15^ per ceat. of the land. 
Oceania had per cent, of the land area, but only a fraction 
of I per cent, of the world’s population. Thus, in crude terms of 
land area, the densely populated continents were Europe and 
Asia, whereas America, (ilceania and Africa, and the Soviet Union, 
appeared to have plenty of room for their populations to grow. 

Such a measure is, of course, very crude; for much of the 
earth’s surface is waste land, incapable of cultivation at the 
present stage of hgman knowledge a*id ente.:^rise. There arc vast 
deserts — ^^vhtcrlcss, or nearly waterle.iG, regions almpst empl> of 
inhabitants — there are remote regions which no attempt has been 
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made to open tip; thei’e arc tropical jung!cs uviclcared and ice- 
bound tciTit'ories which repel setclcinent. Moreover, there are 
great tracts, once fertile, whicli man has rcdviccd to desert l)y 
impi'oviclcnt use of the gifts of naturc—thc African cornlands of 
the ancient world, the diist-l)owls of Norili Anun'ica, the de- 
forested wdds of China, and many more, It is impossible to say, ' 
with any approach to accuracy, how large a ]:)m't of the earth’s 
surface is pemiaiKUitly outside the jralc c)f elfcctivt; luuuan vise. 
Too much depends both on tluv adyance vvl’ scucutific luvowledgc 
and its application and on the ,she(!i’ pressure of p<vj)ulation 
towards areas hitherto lightly ijopulnted or Ivarely pojvulated at 
all, The nineteentli century wituess<;d the (ipciiiug-uj) of the vast 
continental areas of North Ai;:ierica, live developiiuint of Aus- 
tralia, New Zealand, Argentina anti .Soutli Al'rica, and other 
extensions oftlie cultivatee! are.Ms of the wot Id which fiilsified the 
predictions of Malthus and his successors about the pressure of 
population on the means of sulvsistcnee. We are witnessing now 
the rapid devciopincnt of Soviet Asia and of certain parts of 
Latin America; and wc have seen the cultivation of wheat in 
Canada, thanks to hardier new varieties, pushed further north 
than would have been possible a gemcratiou aj>'Q. We cannot 
prophesy how much of the earth’s surlace science and migration 
will open up for development, or how intensively mankind will 
learn to use areas which have Iiitlierto sct'iucd useful only fof the 
rough grazing of a few hill sheep. What wc can say is that certain 
parts of the earth are already grossly overpopulated in relation 
to their inhabitants’ pre.scnt ■scientific Imowledge and means of 
developing their resources, when-as there are other ai'eas, such as 
the Soviet Union, whicli are clearly capaltle of providing for 
a rapidly increasing population at a rising .standard of life, 
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The Margin of Cidtivatmi 

The nearest approach to a reliable estimate of the portion of 
the earth’s surface that is at present usable by man for cultivation 
-~or, rather, that rvould be, if it were opened up and ^Pveloped 
with the resources available at the present stage 'of scientific 
'knowledge and technique — is that of M, K. Bennett pf the Food 
Research Institute of Stanford University, California. According 
to 4tis estimate, the cultivated area over the world as a whole 
could be more than doubled, from about 3,700,000 square miles 
to nearly 8 millions. Even tliis larger total would represent only 
about 15 per cent, of the world’s laud surface; and three-quartei's 
of the additional area would be in the tropical, and only one- 
qua.rtcr in the temperate zone.. Well over 40 per cent, of the 
total land surlace of the earth is either too arid or too cold for 
crops, and nearly as<(much again is not arable from other causes. 
It is desert, or mountain, or tundra, or waterlogged beyond 
present hope of drainage, or — this but a small part — built over. 
The remaining 4 per cent, is pasture land that could be ploughed 
up; but there is no reason to suppose that the result would be 
advantageous. Of course, some of the 81 per cent, of land that 
cannot be ploughed for crops can be used for grazing, and some 
is so used; but it would be of no advantage to attempt an 
.estimate. Good grazing lands are scarce, and poor grazing lands 
plentiful at the present stage of knowledge; and that is nearly all 
that can be said in terras of the land surface of the world as 
a whole. 

If we takS only the temperate zone, we find that about 8| per 
cent, of its total area is at present under arable cultivation, 
and rather more tlian 5 per cent, is pasture that could be 
ploughed. Over 48 per cent, is too cold or too arid for crops, and 
a further 35 per cent, is not arable from other causes. Onl^ about 
3^ per cent, is available in the temperate zone for extension of 
the cultivated area without trenchiirg oir existmg pasture land. 
Even this 3^ per cent, extends to a million square miles, and 
would mean mr addition of two-fifths to the land now under 
cultivation. But there is, theoretically at any rate, room for a 
much greater extension of the cultivated area in the tropical and 
sub-tropical zones, where it would be scientifically possible to 
increase the area under crops by nearly a 00 per cent. 

It is not, of course, suggested that these increases are likely to 
become actual, or that it would be desirable to make them so. 
There is room for^a very .ku’ge incre*ise in wprld food production 
even witholrt bringing a single additional acre undur cultivalien, 
merely by improving the standards, of farming efflciency on lands 
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'iilreffly, in ukc. There .ire enormous dHl'muiccs In the efficiency 
of cultivation at ]3rescnt in cliffereut areas, alfecting tin; quality 
as ■well as the quantity of crops and also of livestock. Moreover, 
much of^he hc.st farm land, now in use; is at present cultivated by 
methods which produce a high yield, not pen' acre of land under 
the; plouglt^or in use for pasture, but per u'orkm' enuployen!. TJic 
greiat vviu;at-gr(r\viug countries which pviuc.ipally supidy the 
world market- -the Arg'enitiue, Canada, Australia, and , the 
Uuitwl Statos—all .show low, and cveni Jiilling, yiedds acre.;, 
not because they are. less elhcunitly'faruu'd tiuui couiUrics with 
hightu' yields, l)Ut Ixurause, where', laud h;is bcenv |:)le;utiful and 
hibour relatively dear, it has paid bi'st to 'llinn nxlemwufy rather 
tha,u inU’iixmfy, using little; lala^eur per tu,ut of land anti aiming 
not at a large crop per acre but at a low co.st of production per 
bushel. As against this, mqst of the peasauit cetuntrics iirc much 
shorter of land than of lal)our, for which the; scarcity ol' industrial 
employment alfords lew outlet.s. F.ven udicre they show higher 
yields per acre than the; gre.it prairie countries, they secure this 
yield by a prodigal application of rntm-power, helped but little 
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by machinery or by modern scientific knowledge. TI*e con- 
sequence is that, even it’ their yields per acre are higher, their 
standards of living arc immensely lower than those of the prairie 
areas. So many mouths have to be fed off the land thaf few can 
, -live well. Indeed, often tliei-e are more workers living off the 
land than arc needed for its cnitivation even by the ‘labour- 
intensive’ methods that ai'e in me; so that if a part of this labour 
werfi taken away, there would be no need, even with unchanged 
agricultural methods, for the gross amount of pi-oduce to fall off. 
Up to 1914, this prc.ssure of population in the peasant areas u.sed 
to be appreciably relieved by emigration, especially to the 
United States. ^ But since then immigration into America has 
been very greatly restricted by Jknmigration lawsj and America 
]ia.s practically stopp^gd absorbing the surplus peasant populations 
of Southeim and Eastern Europe. Tire result has been not only 
to aggrav.ate the population problems of the peasant countries, 
but also to prevent them from imjjroving their standards of 
cultivation, both because labour has been too plentiful to be 
profitably replaced by labour-saving machinery and because even 
the more enterprising peasants have been too much impoverished 
to afi'ord the higher capital expenditure which improved methods 
of cultivation require. 


Primary Poverty and Peasant Production 
We have seen in the second chapter of this book that, by the 
.standards by whicli we are accustomed to measure poverty in 
Great Britain, the vast majority of the world’s inhabitants ai’e 
d<!sperately poor. It is not easy to compare standards of living 
between populations existing under widely different conditions, 
both of climate and of custom and social and economic structurej 
and no comparison of this kind can have more than the most 
broad and general significance. But, whatever standard we take, 
the difi'erences are so great that there is no mistaking their 
importance. We have made use already, in Chapter 11 , of the 
c.stimat(;H made by Colin Clark in his book, The Conditions of 
Economic Progress. Clark attempts to work out, for all the leading 
countries, a comparative table of ‘real income’ per head of 
population — that is, of average purchasing power over goods and 
services— -round about 1930. According to his calculations only 
three countries in the world had in 1930 a higher average 
standard of livirm than , Great Brjjtain. These three were the 
United States, Clanacla, and New, Zeaftind. ,''£w'o others — ■ 
Switzerland and Argentine— had about the same stpdard as 

1 pp, gioff. 
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Great ’Britain. All the rest were lower, clown to an average 
income less than one-hfth as large in purchasing power as tlxc 
average income in this country. The three countrie.s with 
stanclarclti higher than the British contained less than 7 per cent, 
of the world’s population: the countrie.s witli lower .standards _ 
contained 'more than nine out of every ten of the. world’s 
inhabitants. Moreover, nearly eigivt out of every ten had an 
average statidard of living less than half as high as the Bi'ltish 
average: tiirec out of every Ibtir h:V;i one only a third as high; 
and over half had one less than one-fifth as high. 

We know well enougli how many iiunilie.s in Great Britjun, 
and how inucli liighor :i proportion of the children, have Itecit 
liviirg in conditions which socKil investigator's dcscrilre as con- 
ditions of ‘priiirary poverty,’ involving scrio^ns malnutrition, had 
housing, and dojrrivation oTmost of the amenities of life. Even if 
we make the fullest allowance for difiereiice of needs in dilferent 
climates and under different conditions of existence, there i.s no 
escaping the meaning of these Iigure,s. The world, despite all the 
wonders of scientific advance aird nrcchiinical progress, remains 
dc.sperately poor. The triumphs of technical discovery and skill 
have so far meant nothing, in terms of better living condition.s, 
to the great mass of mankind: indeed, sometimes they have 
meant less tlran nothing — actual rcti'ogression instead of advance.' 
Even the richest country in terms of aver:igc income.~the 
United States — has its nrillions of negroes and ‘poor whites’ still 
existing under condition.s of absolute ])ovei'ty. Evei'y advaiiced 
country has its quota of slum-dweller', s, impi-ovorLshed tlrrow- 
outs, and, usually, intdcrpaid poasatrt.s or rural woi'ker.s. A.s 
against this, nearly every poor country has its few rich men-- 
great European feudal kurd-owirens, Indian rajahs, Chinese man- 
darins, » native capitalists and war-lords, alien settlers li'om 
wealthier States. But wc are dealing here with broad avcragc.s, 
which always and everywhere define in .sulHcicntly clear tw'm.s 
the living standards of the great mas.s of the people. The world, 

I repeat, despite all the advancc.s made in human skill ancl 
knowledge, remains desperately poor. 

It is necessary to stress this obvious truth because most people 
in this and other rektively advanced countries habitually ignore 
it in their social thinking. In reading much that is written about 
economic questions one might suppose that the problem of pro- 
duction had already been sdved, and that it remained only to 
bring _about what is»called ‘Ml employment,’ %nd a better clis- 
ti'llJution of would be produced under conditions of ‘full 
employment,’ in order to achieve rea.sonable plenty for everyone. 
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Yet this is far from beijig true even of our own country-r-G'reat 
Britain; and it is even further from being true of Europe, and at 
a staggering distance from being true of the world as a whole. 
1*0 think and act as if it were true is sheer, absurdity. Jt would 
be absurd even if we were such nationalists as to care only for 
• our own people, and not to give a thought to the g’est of the 
world. It is damnably absurd when it is regarded in that way, 
not «nly because we ought to care for the well-being of all men, 
and not merely of our people, but also because it is 

increasingly diilicnlt for any one country to prosper when others 
with rvhich it wi.shes to exchange its products are sunk in deep 
poverty, and not merely likely but certain that, in many areas, 
poverty will breed unrest and en<;langcr the world’s peace. 


The Growth of Population 

The total population of the world has approximately doubled 
during the past hundred years, and is now about three times as 
large as it was two centuries ago. The rate of increase has been 
greatest in the newer counti'ies — in North and Latin America, 
and in Australasia; and it has beeir smaller in Asia and in Africa 
than in Europe, where population has more than doubled. The 
population ol the New World has been swollen by immigration, 
•mainly from Europe: that of Asia and Africa has been kept down 
by high death rates, especially the heavy rates of infant mortality: 
tliat of Europe has risen more than the world average, despite 
emigration, mainly because death rates, and especially infant 
mortality rates, have been sharply reduced in the economically 
developed countries. When war broke out in 1 939 the world had 
an approximate population of 2,170 millions, as compared with, 
perhaps, goo millions in 1800 and 1,170 millions in 1850. 
Between igoo and iggg the total rose by about 560 millions. 

Eor some time at any rate this Ixend is likely to contirfuc. No 
doubt, in Great Britain and in other countries of Western 
Europe the population is, likely for a time to fall; but this tend- 
ency will be much more than offset by thb increase of poioiilation 
elsewhc,i’e, The League of Nations published in 1944 a forecast 
of European populations of which use will be made later in 
dlscu-ssing the British outlook.^ The accompanying Table sum- 
marises these forecasts. It has, of course, to be borne in mind 
that the e.stimatcs do not pretend to forecast what the populations 
of tlie various countries will actually be in 1970. They are simply 
projcctioiw of prf war tendencies, ataking :jiO allowance ^for war 
casualties or for other effects of war*conclitions, *r»d, of coiwse, 

1 Set pp, 43off. 
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A ClENTtiRY’s Growth of Poi'ui.ation in Ohri'ain Countuiks 
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European Populations in 19.1.5 and KsPHiiTF.n Popui.atton.s in I'V;*) 
WITHOUT AlLOWANOIS FOR TiatUITORIAI, ClUANOES, WaR GA.S(TAI.Tn';.S OR 

MkirattoN 

From League of Nations Report on the Fuim Pofmltilm of Ewujtt and 
the Souiel Union, 1944. Figures in millions 
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1, Soviet (Soviet Union, Est- 
onia, Latvia, Litlmania) 
a, Ccntnil (Germany, Austria, 

Hungary, Svvitecrliiml, 

Czechoslovakia) 

3. Western (U.K., France, Hol- 

lanci, Belgium) 

4, FiUstern (Poland, Roumania, 

Vugoslavia, Bulgaria, 

Greece, Albania) 
a. South-western (Italy, Spain, 

Pnrtttgal) 

C. North-western (Denmark, 

Finland, Norway, Sweden) 

biisixl (til the pre-war territories of the various countries. Accord- 
ingly, even if the ]iv(*-war trends were to remain unaltered, the 
actual eour.st: of population movements would be bound to 
divergtt eonaiderably from wh;it is here set down. Some countries 
already have dilferent Ironticrs: there liave been and will be 
movi'incuts — in some areas very extensive movements — across 
frontier.s as a result of the war. And the casualties, both military 
and civilian, have been widely different from country to country. 
It is nevertheless worth observing that, whereas there is a marked 
tendency towards further increases in population in Eastern and 
Southern Europe, as well as iu the Soviet Union, all the other 
areas iu Europe sliow a tendency to dccliitc, and tliat this is more 
rnat'kc'd in We.stern than in Central Europe. The Soviet Union 
and the Baltic States now incorporated in it, even without the 
other territories that have been added since the war, will, as far 
an the forecasts hold good, have by 1970 38-6 per cent, of the 
total population, of the whole, area of Europe and Soviet Asia. 

laiuving out the Soviet Union, we find that, on the, same 
assumption, the percentage shai'es of the remaining regions of 
Europe will change as follows: 

pRKSRNT Aun Prospeotivb Distribution ob Population in 
European Rtoions per cent 
im im 
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m * ' » ' 


Thus, the Western and North-wesfern groups *v/ill fall frifc 
nearly 31 per cent, of tlie total to just over 28 per cent., while 
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the EAstem and Sonth-westorn groups will rise from 4a| per cent:, 
to well over 46 per cent. These cluuiges are not .sensational; but 
they arc signilieaut, especially in view of the existing agrarigu 
over-population in the East and South. 


The Production of Cerealx after igi8 
.How are these; increasing popula tions in the economically nusre 
backward arcMs of Europe to lind adeeptate means (jf living, 



GeUEAI. PROnUOTlON, 1914-26 IN THE UNITED KinOUOM, li’RANtlB, 

Geumaotand North Ameiuoa (i90()~ig«M!0f)), 

especially in face of the destiiuction wliicli has lieeu wrought 
during the wav in most of the countries concerned? .l.et us begin 
by. considering what hajmcnetl after''the la.stt war in re.spect of 
africulturar production. 'thily in 1995 or 1996 di’d European 
cereal production as a whole regain die average level of the 
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years before 1914., This is approximately true, whetheV the 
Soviet Union is left in or out of the calculation. Actually, 
Ejistern Europe, excluding the Soviet Union, just reached the 
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pre-war average level in 1926; Western Europe nearly reached it 
in 1925, only to fall back badly in 1926; the Soviet Union reached 
it in 1925 and forged a long way ahead of it in the following year. 
Over all the after-war period the deficit in home produejaon was 
being met by greatly increased imports of cereals from outside 
'Europe. After 1926 European production increased further. For 
the Continent as a whole (excluding the Soviet Union and the 
Unittd Kingdom), total production of cereals and potatoes was 
about the same on the average of 1925 to 1929 as it had been 
from 1909 to 1913, and was substantially higher in the ’thirties, 
when it averaged over 1,500 million quintals as against about 
1,4,00. This, however, was not enough to provide for the increase 
in population, and supplies per he»d, including imports, I'emained 
smaller than before the war, and included a larger proportion of 
potatoes. For livcstoct; no such detailod figui'es are available for 
the entire continent; but in 1925 the total livestock population 
(excluding that of the Soviet Union) was not appreciably larger 
than before the war. There were rather more horses and sheep, 
but rather fewer cattle and many fewer pigs. It is a safe generalisa- 
tion that over Europe as a whole agidcultural production per head 
of population was substantially lower for a full ten years after the 
first World War than it had been before 1914. Indeed, it probably 
remained lower right up to 1939. 

The general facta about cereal production after the last war 
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are shown in the Diagram on page 90, and further details are 
shown for the tlu'ec main areas in a separate Table. It is much 
harder to present any picture of what happened to industrial 
production. The best general iuipressimi can be got from t'ae 
index numbers of world production and trarle conipikHi Iry the 
statistical , section of the League of Nations. From them is derived 
the Table on p. 93. 

This Table includes agricultural as wcdl as iudirstrial produc- 
tioiij and is designed to give a general id('a of the puce of 
development aibn' the first World War in dilfcrent part.s of tin; 
world. It will he seen that in tpag, seven yeans after the cud of 
the war, production per head of population had just ca\ight vtp 
with the 1913 level in Westerp, lim'opc, hut was still Irchind in 
Eastern and Central Europe;. In the rest of the world, on tire 
other liand, there had been a .sharp iiierc'nso in production per 
head, especially in Nortli and Central America and in Asia and 
Africa. Oceania and South America had advanced much less fast; 
but for the world as a whole production had gone well ahead of 
the increase in population. World trade as a whole had just kept 
pace with population; but there jrad been a considerable lull in 
Europe oilk't by Jaj'gi; increases in North tmd Central America 
and in Asia. Here again Eastern and Central Europe made the 
poorest showing. 

Coal Output after igi8 

Coal and railway goods transport ais; two of the best measures 
of general economic activity over .short periods. Unfortunately, 
the tratisport figures arc so complieattxl liy territorial changes 
that no valid comparison hctweim jirc-tvar and post-war years 
can be made. Coal is simpler; and in the Diagram on page 97 
I have given the post-war output of coal in a number of the chief 
producing countries as a percentage of the, average output in the 
same areas from 1909 to 1913. That is to say, where a coalliokl 
was transferred from one country to another as a re.sult of the 
war, its pre-war output is reckoned as part of the output of 
the country to which it was transferred. The general trends 
of production are in this case upset by certaiir major disturbances 
—■the British coal strikes of 1921 and 1926, the American strike 
of 1924., and the French occupation of the Ruhr in 1923. These 
disturbances can, however, easily be allowed for. It will lie seen 
that American output after the slump of 192 1-2 continued a long 
way above the pre-jvar levoi. Germany, intenton making up for 
war losses ky^intensivc dwelopment of its remainin|| coalfields, 
forged well ahead, after the ending of the Ruhr -crisia. France, 
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starting with severe dislocation, developed steadily — of rpurse, 
with a much smaller capacity. The Soviet Union, beginning from 
a very low level, expanded rapidly, but had barely exceeded the 
pre-war average by 1936. Poland, heir to ajiart of the Silesian 
coalfield, followed a chequered course, interfered with by 
•jiolitical disturbances, and only just regained the pre-wg>i' average 
in 1926. In Great Britain, the pre-war average was exceeded only 
at the height of the Ruhr troubles in 1923^ and even apart from 
the elfcct of strikes the trend was definitely downward. All the 
figures could have been made to look less favourable by taking 
the peak pre-war year, 1913, as a basis, instead of the average of 
the years 1909-13. It can be secir from the data given in the 
Table how this would have affeej^ed the general picture. Sub- 
sequently to the Ruhr occupation the combined coal output of 
Gciinany, France and Poland was eaqh year above the average 
level of the pre-war period, whei’cas until 1927 the output of 
these three epuntries, plus the United Kingdom, reached the 
pre-war level only in one year, 1924. 

Economic and Financial Dislocation 
Thus, in industry as well as in agriculture, recovery after the 
first World War was a protracted affair. Yet there was, between 
1914 and 1918, no such wholesale destruction of industrial assets 
as has taken place during the European War of 1939-45. The 
effects of bombing in the first World War were negligible;, and 
bombardment and other land fighting spread destruction over 
a comparatively small area, mainly in Belgium and Northern 
France. Over most of Europe, the difficulty of resuming produc- 
tion at the pre-war level was due, after 1918, much less to direct 
war damage than to the deterioi'ation of instruments of produc- 
tion outside the war trades, the failure to make renewals or new 
investments in capital goods, and the sheer dislocation oflnter- 
national economic relations, which caused artificial scarcities of 
necessairy implements and materials for which the countries that 
needed them were unable to pay. Disorganised currencies, tliem- 
• selves partly a symptom as well as a cause, reduced the inter- 
national purchasing power of many countries to a wretchedly 
low level; and speculation in foreign exchange everywhere 
aggravated the difficulties. We have come to know already that 
the fixing of external values, even on a , temporary basis, for the 
currencies of countries liberated from Nazi occupation presents 
very difficult problems; still gresfcter difficulties are bound to 
arise when the mifitary arrangements rehtxed ip |he defeated 
countries and the new Governments of the liberated coun tries set 
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to work to put their linuncial liousi's into order on more than 
a temporary footing. 

To tiiese financial problems is added, on the present occasion, 
the shg^;r destruction that has overtaken industry over a large 
part of Eui'opc. As I write, there is .still no possibility of measuring 
this destruction. It is, of course, gnaitcst of all in the Ruhr and 
other areas of Western Germany, and in t lu" Ukraine and other 
industrial areas of the Soviet Union which were devastated by 
the Nazis before their armies ^vitlldreu^ In the latter case the 
work of restoration has already bc-giin; Imt those, who have 
knowledge of it apjjetir to agret; that the sheei' phy.sical krbour of 
rebuilding the dc.stroyod industrial caitacity of these r(^gions is 
bound to take six or seven years, llo^vev(•r intensively the task 
may be s(:;t alrout. I'he great Unieper da, ms are being recon- 
structed: the entire systejn of electrical [rawer, on which Soviet 
industries depend, lias to he refashioned. Much plant that was 
removed by the Russians, with quite astonishing .skill and energy, 
before tlie Germans could I’cach it has been brought back. But 
a great deal has been lost, and to get the whole complex indus- 
trial structure of the Don, the Douetz and the Ukraine working 
again at pre-war capacity is bound to be a tremendous piece 
of labour. 

In Germany, as I write, the work of destruction has not yet 
come to an end— lor plant is still being removed as feparatian.s 
and factories deemed dangerous as potcutial rearmament points 
are being dismantled, and nothing Inis been done as yet towards 
rebuilding, Indeed, the entire future of German industry has 
still to be settled; and until broad deci.sions have been taken on 
policy, wc cannot know rvhat will be reconstituted and what left 
derelict as presenting a potential danger of war. This entire 
problem will be discus.scd in a later chapter, and I do not wish 
to anticipate any of the conclusions of the discussion nmv. Wliat 
must be observed here is that pro-rvar German industry jirovided 
so large a part of the whole industrial equipment of continental 
Europe that the disappearance, without replacemcut or re* 
erection elsewhere, of any substantial part of it is bound to 
impoverish the entire continent. It does not, of course, follow that 
all the destroyed productive capacity must be reinstated precisely 
where it ustxl to bo, or indeed in Germany at all. TJiat is a 
question to lie discussed later in tliis book. What I am, saying here 
is that the destroyed capacity must be rejilaced soimw/iardf where 
there is reasonable hope of At being elllietivdy used, if all Europe--- 
arid not merrely Germany-— is not to sulfci^a reduction in its 
standards of life. . 


Germany s Share in European Production ^ 

In order to appreciate this, it is enough to glance at the 
Diagram and Table on pages 100-103, which show how large was 
thd pre-war German share of total continqntal iDrodugtion of 
a_ number of the most important industrial commodities, from 
toal and steel to artificial textiles, motor cars, and merchant 
vessels. There are, of course, as can jae seen from the Table, many 
comniodities in which Germany did not occupy an outstanding 
position — for example, many of the non-ferrous metals, petroleum 
and wool; but, as against this, there ai’e many manufacturing 
industries in which Germany has been pre-eminent, but com- 
pai’ative data cannot be given. 

The Rise of German Industry '* 

This vast industrial development pf Germany is of com- 
paratively recent growth. Germany was a long way behind Great 
Britain in adopting the new techniques which followed upon 
man’s mastery of the working of metals and of the power of steam. 
France and Belgium, as well as Great Britain, were in these 
respects a long way ahead of Germany right through the first half 
of the nineteenth century. The Germans were skilled artificers, 
with a traditional excellence in many hand processes: they had 
tl;ieir ancient merchant cities and an established position as 
traders along the land and river routes that linked Europe with 
the East. 'I'hey possessed many handicrafts, but few factories, in 
the modern sense; and even after the development of the German 
Zollverein, or Customs Union, of 1834, economic growth was 
much hampered by the lack of political unity. By the i86o’s, as 
part of the movement towai’ds political unification, industrial 
development was taking a modern form, strongly encouraged by 
the ambitious leaders of the Prussian State, who acted under the 
influence of the theories of economic nationalism associatecTwith 
, the name of Friedrich List. A special stimulus was given to the 
production of iron and steel as a basis for intensive industrial 
development; and this stimulus became stronger with the annexa- 
•tion of Alsace and Lorraine after the war of 1870 — the more so 
because the discoveries of Gilchrist Thomas and others made it 
possible to use the phosphoric ores of Lorraine in conjunction 
with the Ruhr coal as a foundation for the production of cheap 
steel. From the achievement of political unity in 1870 German 
industrialism leapt ahead; and by the early ’nineties Germany 
was producing more steel than Great iBritain. With extraordinary 
rapidity, the]|German Reich advanced S’om_e 5 onon;iQ, backwal' 4 - 
ness to the veiy front rank among industrial countries, making 
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vast strides in engineering and electricity and chemicals, asrivell 
as in steel and coal, and showing a remarkable capacity for 
appropriating and applying intensively the scientific discoveries 
of the whole world. The traditional craft skill of the Germans, 
their meticulous scholarship and methodical habits of q,rrange- 
inent and classification, wei'c successfully turned ovtJr to the 
' ■ cultivation of modern industrial techniques based on science; and 
their aentral tei'ritorial position in Europe was of great help to 
• them in fostering in more backward countries complementary 
forms of development which gave them not only mai'kets but also 
sources of materials which were lacking upon their own soil. 

This astonishing material progress would not, indeed, have 
been possible had pot Germany be<?n rich in the natural resources 
which are needed as a basis for the metal and chemical industries. 
In the Ruhr, in Saxony, and in Silesia the Germans possessed rich 
• coalfields suitable for metallurgical use. The Lorraine ore deposits 
I were rich and abundant. Potash was available as an essential for 

i sdientific agriculture. The skill of the people would have been 

! ' unavailing in the absence of the indispensable natural resources — 

! above all, coal and iron — on which the industrialism of the nine- 
teenth century was mainly based. Germany was an area naturally 
I ‘ suited for industrial development; and, even if the- personal 
j qualities of the Germans are left out of the reckoning, it is plain 
i that Europe would be impoverished if, for any reason, these 
abundant natural resources, or any lai-ge part of them, ceased to 
I be effectively used. 

I In saying this, I am, I hope, begging no question. I shall discuss 

j later the proposals put forward for dismembering Germany in 

such a way as to transfer the ownership of a great part of the 
natural I'esourccs of the pre-war Reich to neighbouring States, 
or to some form of international administration. Here J am 
insisting only that in one way or another the great resources of 
Germany should be used for the benefit, not merely of the 
Germans, but of all Europe and indeed of tiie whole world. 

j : 

j 'Europe’s Undmloped Resources 

[ _ No doubt, there are considerable undeveloped, or grossly 

under-developed, natural resoui'ces in other parts of Europe — 

' for example, in: the Balkans. Indeed, some of these resources have 
begun to be rintepsively developed for the first time by the 
Germans as a source of essential war supplies. No doubt, too, 
modern: scientific (developihent of srfbstitute, materials, such as 
. artificial textiles and plastics, has open^ up wider possibilities 9f 
industrial expansion in -areas deficient in mineral Wealth or in the 
■ 'ri " tot 
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inca»s of ci'i^ating largo native indnstvit's baaed on imported 
materials. These possibilities, however, hav(^ not done away witli 
the importance of the basic materials of industry a.s it devedojied 
during tlic nineteenth century. Goal a.ud iron may Ijc I(;ss indis- 
peiisab’le than tht^y were as foimdations ibr fhn'eloired industry in 
•A partibvdar eomttvy. they are no less esst-ntial to the ii\rbvstrial 
achievenieut oF a whole continent or region. The tisunendous 


advances made by the Sovii-t Union in recent yeans havtv rested 
on coal and iron only a little less -lx'eause of petrol and hyth-o- 
electricity — tlmn the earlier achievenumts of Great Britain, 
Germany, and the United .States. Goal and iron an^ still tlie basic 
requisites For liigh acliitn'einent in the arts of ])eac.<; a.s w(dl as in 
those of war. f 

We have, tlien, ah(;adofu.s immense tasks not only in rel)nilding 
a shattered Europe, bub also in cleveloiling much furtlier the 
resources which n.re at our common comrnatid, so as to achieve 
something iipproaching a eommou standard of civilised living 
over a much wider area than before. Tlie task of rebuilding what 
has been broken cannot, be severed from that of l:)nilding up 
what has never yet come into being in the less developed areas of 
Europe — and indeed of the whole world. We liave not merely to 
restore, but also to dilTusc — to achieve a spread of productive 
capacity based on scientific knowledge tlirongliout the regions 
which have hitherto lagged b<;hind; and, in order to do this 
effectively, we hav(; to tliink, no longer on a narrowly national 
basis, but in terms of economic and social jdanning which needs 
to transcend national liontica's and to e.xl end sometimes over wide 
regions, sometinn^s oviu' wliolc coulim'nts, and sometimes over 
all the earth. 'I'he ideal-, a universal ililfu.sion oftlic achievements 
of science and of tlie most eoasummatc iirts of production among 
all the peoples, we. can hope to approatih only by stages; and we 
musf beware of pitching our immediate objectives so liigh as to 
reject what can lie done soon liecavtse it falls short of our larger 
hopes. We must proceed with the task as iind where we can, 
seissing every chance that offers anywhere a prospeet of raising 
standards of living that are beiiind the plain possibilitie.s, and of 
promoting common action among tlie peoples in place of the 
narrow nationalism which has done .so much to tliwart earlier 
hopes. We shall get the whole thing wrong if we envisage our task 
simply, or even mainly, as one of putting back what lias bt!cn 
destroyed. That would be as foolish as to rebuild our lilitzed 
cities, slums and aU, instead, of planning thei-s\ anew. There will 
lie 'no assured peace or recurity in the world luitil the world ’.s 
peoples and their rulers turn from thinking 'exclusively in 
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national, or imperialist, terms to thinking of the comifion 
problem of making the best of the whole of the productive 
resources that are at men’s command. To urge this is -not to 
suggest that only production matters or that there are no other 
values in living or none which an indiscriminate industrialism 
may not menace and destroy. Thei'e are, of course, oth^r values 
of the deepest human importance; but no one who looks squarely 
at the facts can doubt that sheer poverty, based on want of 
knowledge, on bad economic and political organisation, and on 
inertia, is an enemy against wliich, in peace, all decent men are 
under a call to wage relentless war, or that the achievement of 
higher living standards over a large part of the world is an 
essentuil for the prevention of misery, the promotion of happiness, 
and the establishment of secui-ity ibr the peoples of the world. 
Nor, I think, can it be, doubted that the evils of poverty in the 
backward areas arc greatly aggravated by the contrast with 
what has been achieved elsewhere, or that the impact of the 
economically advanced upon the economically backward peoples, 
in the forms which it has mainly taken hitherto, has tended to 
destroy the old foundations of living without putting in their 
place any new foundations on which the backward peoples have 
been given a chance to construct a new fashion satisfying to their 
impulses or compatible with their happiness. This can be altered 
only by going much further, and by acting in a different spirit. 

. Industrialisation in backward areas has hitherto made progress 
only where it has fitted in with the needs and notions of capitalist 
interests in the advanced countries: it has hardly ever been 
planned in relation to the wants and aspirations of the backward 
peoples. It is our task now to face the problems of economic 
reconstruction and new construction, as constituting together a 
smgie problem, in the spirit of common use of the resources at 
mankind’s command for the promotion of common standardsmnd 
of a conception of human happiness which stops short at no 
frontiers, and no longer judges of men’s needs by the colour of 
their skins, or by what they have actually had to live on up to 
the present time. 



PART TWO 


CAPITALISM, SOCIALISM, AND 
• THE ALTERNATIVES 



CHAPTER I 


SOME LEADING IDEAS; CAPITALISM, 
FA.S.CISM, SOCIALISM, AND ECONOMIC 
DEMOCRACY 

The present section is devoted to an analysis of certain 
ideas, or bodies of doctrine, which to-day dominate our social and 
economic thinking and form the nlain subject-matter of political 
and social controversy. We have been living, in most of the 
advanced countries of the world, under an economic system 
known as Capitalism. This system has been increasingly challenged 
by the advocates oi' Socialism, who have been actively carrying on 
their propaganda for more than a century and have now for 
more than a quarter of a century held power in one great country 
—the Soviet Union. As I write, they have recently won a parlia- 
mentary majority in Great Britain. The particular kind of 
Socialism professed by the Socisilists of the Soviet Union and by 
Considerable numbers elsewhere is called Communism — a name not 
new, but harking back to the famous Communist Manifesto drawn 
up by Marx and Engels in 1848. The fear of Social is m, and still ) | 
more of its Communist form, was o ne of the forces responsible tbf 
tH cTise after t herfirH~Woftfl Warier Fas asmZSE^K conqueTed I 
poli tical p owerjirst in Italy in iq gg an d later, in the somewlp atj 
^iflbrent lofm'o’rjVaw m. or ‘ ‘Natidna I^~ocial ism,”.-in--GeimaaiiyJ 
an^pfcMl-'ttenhe To m any other coantries. There has been muclT 
dispute whether Fascism and Nazism are to be regard^fl as 
merely forms of Capitalism — that is, of capitalist counter- 
revolution against Socialism and democracy — or as constituting 
a new type of social system essentially different from both 
.Socialism and Capitalism; and this question will be discussed in 
due course. For the time being, we may set it aside. 

Capntalism, Socialism, Individualism 

V Socialisin stands, in most people’s minds, first and foremost for 
the. public ownersiiip of the essential means of production and 
distribution, and for their planned use for the common benefit. 
As against thisi Gopitalism^tands for priy ate* ownership and, for 
■ the incentive of private gain, which, ifs upholders ’contend, wijl- 
in, fact serve t£ie general interests better than public ownership. 
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At tHis point, the issue becomes crossed with another. Many 
advocates of Capitalism profess themselves to be Individualists and 
denounce Socialism and public ownership as leading, not to true 
democracy, but to serfdom and to the Servile State. They maiii" 
tain that private ownership and the pursuit of private profit arc, 
necessary to the preservation of liberty as well as to tlie produc- 
tion of the largest practicable total of wi’alth and income. On the 
other hand, Socialists argue that public ownership and pldnned 
use of productive resources for tin: common benefit will both 
increase production and enlarge lilicrty. Socialists join with the 
less reactionary Individualists in denouncing the alnises of 
monopoly and restriction on output which arc agreed to exist on 
a large scale under the actual conditions of modern capitalist 
organisation; but Socialists go further in regarding private owner- 
ship of land and large-scale capital as constituting in itself a form 
of monopoly which is bound to produce anti-social effects and to 
restrict not only output but also the liberties of the great majority 
of the people. Socialists, equally with Individualists, claim to be 
the friends of liberty, but regard the “Servile State” as an apt 
description, not of Socialism, but of Fascism and Nazism, which 
have been its most ruthless and determined enemies. In addition, 
they answer the Individualists who defend Capitalism in the name 
of individual liberty by saying that in fact Capitalism has been 
becoming more and more an affair of huge trusts, cartels, and 
financial combines which exert over the lives of ordinary men 
and women an authority that oughfc never to lx: allowed to rest 
in irresponsible liands. 

Thns_ there exists, intermingled with the struggle Ijetween 
Capitalism and Socialism, the struggle between freedom and 
monopoly vested in the hands of certain limited capitalist groups. 
But,,.whcrcas for the Socialists this is a battle ixgm&i privats,.^ 
monopoly, based on private ownership of the large-scale means ’ 
of production, for the Individualists it is also a battle against 
public monopoly, which they claini is no less inimical to the 
freedom of the common man. 

Conjlkling Ideas of Democracy #• 

Nor can we ignore a third battle, which underlie.s both the 
others— the battle over Democracy. The Individualists, where they 
profess to stand for Dcrnocracy, identify it with the right of each 
man to do hi.s best for hims9lf, with tlyj minimum of intervention 
on .the part of the Stat^ except for the prcftcction of private 
^operty riglfts, Property they do invoke the State to protect; 
for they regard private property as the foundation on which 


freedom i-ests. Beyond that, they look askance at State interven- 
tion in the economic field, most of them accepting the greater 
part of the intervention that has been sanctioned by long usage, 
but opposing any extension of its scope. Democracy,^ on this 
osliowing, is mainly a matter of the formal equality of men before 
the law, and perhaps of all men’s right to take part electorally in 
choosing persons to represent them in a Parliament or assembly 
which may exist side by side with other State organs not con- 
stituted by popular vote, and should in any case have only 
limited functions, especially in the economic sphere. 

The Socialist idea of Democracy is quite different. Socialists 
mean by Democracy that the wl:^Ie power should finally reside 
in the whole people and the actual powers of government be 
exercised, as nearly as possible, by the people’s nominees. They 
hold, moreover, that Democracy extends to economic as well as 
to political affairs, and that the division of society into economic 
classes, differing widely in wealth and in the power that goes with 
it, is inconsistent with Democracy. They demand, in the name of 
Democracy, if not economic equality in a strict sense, at all events 
such an approach to it as will suffice to eliminate class-divisions 
based on inequality of possessions, and in particular both large 
unearned incomes and large incomes derived from the ownership 
bf laird and capital goods. Socialism, they say, implies a quite 
different system of economic relationships, and excludes the use 
by one man of his economic power in such a way as to exploit 
another. They denounce the wage-system, as it exists under 
Capitalism, as constituting exploitation of this kind, and they 
wish to substitute for it a social determination of incomes based 
on service to the community instead of on the hiring and firing of 
labour and on its remuneration in accordance with expectations 
of the profit to be derived from its use. 

Economic Imperialim 

There remains yet another word, or idea, which must be 
brought into this discussion — Imperialism. This means primarily..^ 
a: ule of a State over peoples besides its ownT lad T^^^ ■ 

in modei’n times the rx Je-i^mn-.ad3ra ace3~capriii3I^ ove r ' 
bacI5va'fd'~suhJeGt" peoples. Socialists regardTmpeflalisra — or 
Economic Imperialism, as it is often called— as a characteristic 
development of Ckpitalism at an advanced stage. Lenin described 
it as “the last stage of Capitalism,’’,and argued that it was the 
means whereby the capit^ists of the developed countries main- 
tained their iippropriation of ‘surplus value’ iff Tace of tite 
tendency for the profits to be derived from exploiting their own 


peoples to decline. In other words, he dedined Imperialism as 
that stage of capitalism at which the capitalists sought to extend 
their markets and sources of materials in face of the limitation of 
both cpnsuming power and resources in tlieir homci countries. 
''Sociali.sts lay stre.ss on the importance of the struggle for eolonhyi 
and for sources of exploitation as a cause, of war, anti on tin; wrongs 
clone to the. 1(;hs advanced peoples in the, use ol'their resources, not 
for their own benefit, but fur that of foreign investors. As Against 
this, ciplioiders of Imperialism argue tiuit in fact the native pe.opl(;s 
benefit by it through an inerea.se iii tiuM'r productive power and 
through an advance in civilisation which accompanies (X'.onomic; 
development. Tin; more lil){;ral among th(;m put forward tin.; id(;a 
of ‘imperial trustee, ship’ on*^'l)<;half of tire native races, and 
represent colonifjs as territories still unfit for self-government, but 
advancing gradually towards it under the tutelage of the imperiid 
power, It is liardly denied that imperialist rivalries, and especially 
the claim.s of the ‘have-not’ countries against the ‘havt.;s,’ havi; 
been among the sources of international dispute; but in g(;neral 
Imperialists ])lay clown the desire for empire as a cause of war, or 
at any rate draw a .sharp distinction between bemeficent empire.s, 
which will accomplish great things if they are let alone, ancl 
greedy “aggressor” States, which covet the empires of their 
neiglibours irom sinister motives of aggrandisement, 

Some Vital Qjtcstions 

In this section, wc h.ave to take the words and ideas which liave 
been summarily set down in the j)re.eeding [jaragraphs, study 
their growth and meaning, and consid(;r which of them jn’omi.sc; 
well or ill for the world’s happiut;ss under tlu; c.ondition,s of to-day 
ancl to-morrow. Do wc want to advaiu;e towards Socialism, as tlu; 
Rusiian.s havii done, or pei-hap.s in dilfcrcut ways more appro- 
priate to our national conditions; or do we wish to continue under 
Capitalism and, if .so, what can we do to correct its abuses of 
imperialist exploitation and monopoly power? Gan wc simply 
wiite off Fitscism, now that in Italy aiub Germany, its main, 
strongholds in Europe, and also in its .Far .Eeistern home, Jaijan, 
it has been beaten in war; or have we .still to lear its recrude.scenc(;, 
pexdiaps in diflercht forms-- or even to welcome its resurrection, if 
we are so minded? What arc wc to say of the cas(; of the Indivi- 
clualists, who argue that we are tending towards the Servile State, 
of which) they tell us, So^^ialism and Fascism are only variant 
inanifcstations, earfi set on crushing the msfividual under the 
’’Cblossal po'^dr of the ‘totalitarian State’? Do wc sfand for Demo- 
cracy, or against it;; and) , if foi-j what is the content of the 


Democracy for which we stand? Is it merely a matter of formal 
equality before the law and of the right to vote; or does it involve 
the whole question of the class- and income-structure of society 
and of the economic as well as of the political relations^between 
Oman and man? . 

Plan, or J\fo Plan? 

Tlfese are the basic questions; and they are all mixed up with 
another, which is couched in terms of social machinery, rather 
than of fundamental aspirations and values. Do we want a 
planned, or an Unplanned, society? Do we want to plan our economic ; 
activities, so as to get rid of unejnployment, and to decide col- 
lectively what to produce and broadly how it is to be distributed? 
Do we want to plan our ways of living— -the design of city and > 
country, the pattern of education and ravironment, the scope and : 
arrangement of our social services, our food supply from the 
standard of nutritive value, and the rest? 

Or rather, to what extent do we want to plan these things — for 
plan them to some extent we clearly must, and have been doing 
in the past? Indeed, this question of “How much?” arises every- 
where; for it is quite possible to answer some of our urgent 
problems in less than all-or-nothing terms. For example, a man 
Vlio wishes to nationalise the coal-mines or the railways does not 
, necessarily wish to nationalise everything else. Nor does a 
man who wants some clement of democracy necessarily want 
democracy unqualilicd in every sphere. There are many who are 
unwilling to dub themselves as either one hundred per cent. 
Socialists or one hundred per cent, friends of Capitalism or 
Individualism. We shall have to consider not only the merits of 
the rival ideas and '-isms’ taken as wholes, but how far we are in 
practice free to pick and choose, as many who call themselves 
Liberals in politics are urging us to do. It may be that we are in 
a position to behave as eclectically as we please, choosing bits out 
of each system to make up a' social mosaic of our own. Or it may 
, be that there are limits to such mingling of plairs based on 
dilferent social philosophies and scales of value. But, if there are 
limits, what are they? How wide, or narrow, is our practical 
range of choice? This ciuestion too we rhust explore. 

What we must not do is to take Planning as such for an end 
which can be pussued. Planning, in itself, is not an end but a 
means— and not a means to anything in particular, until we have 
defined our ends. What, ifW mean to jolan, sJiall we be planning 
for? Some ide§,s of social organisation involve muiSTmore plafiP 
ning than others. We shall need to plan as much as the ideas of 
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social organisation and purpose which wc accc]rt require us to 
plan— neither loss nor more. We shall hiive to plan in such ways 
as will subserve our purposes, and in no utlna- ways. Plannin§,'m, 
in eileof':, not a rival theory of social organisation, but a meciian- 
ism oFWjJrieh tliose who favour rival kinds ofsociiny will main?, 
nse more or less, and in dill'erent ways. 

'Ilw Rise of Capitalism ' 

Let us return then to the battle of idcits and systenns from which 
we set out. Capitalism has in.'iny forms; Init always aud evcrywlnu'C 
it implies three things — industries and eoimnercial and fmancuil 
('nterprises carried on at a ^datively advaneed level; private 
ownership of the instnuiK-nts and materials with which these 
businesses, or most of them, arc carried on; and the employment 
of wage-labour on a suHieient sciile to constitute a working class, 
o]' proletariat, clearly mark(;d olf from tlie class of capitalists. It 
is, of course, not at all inconsistent with the existence of Capi- 
talism that there should exist, side by side with large-scale 
indu.stry employing wage-labour, a great number of small enter- 
prises — farms, workshops, retail stores, and so on — employing few 
or no hired workers, or that some industries and services should 
be in the hands of the State or other public bodies. When one 
characterises a social system, one goes by its predominant charac- 
teristics: one docs not expect it to Ije all of a piece. The essence of 
'' Capitalism in its developed forms is the predominance of large- 
scale industry employing wage-labour under conditions of private 
ownership which make profit the leading incentive to production. 
Capitalism, in this sense, came in tin: course of the cightecuith 
and nineteenth centuries to a position of world-wide influence and 
authority. It established itself firmly in Gri'at IMtain, in France, 
in Germany, in the United States — in all the countries wliich 
arrived at a relatively high level of economic and .social develop- 
ment; and its ri.se was usually ticcompanicd by a gradual 
democratisation of the political machinery of society through tlie 
disuse or destruction of many forms of aristocratic privilege, the. 
extension of voting x’ights to largcu’ and larger proportions of 
the people, and the establishnrent, where they did Jiot exist 
before on an aristocratic basis, of parliamentary institutions for 
the control of government and legishation. Besides the countries 
4 which liecamc thoroughly capitalistic, there were othens, usually 
I less industrially deveioped^^in wliich ^trutocracy and feudalism, in 
jvarious forms, rctKinedipuch of their power, •‘hut there grew up 
VTi capitalisf ‘Sector,’ in some cases repre.senting !i» very advanced 
wtage of capitalist technique, in the midst of a mainly primitive 


agricultural and handicraft economy. Such was the situation in 
Russia up to the revolutions of 1917, and such, in a considerably 
different way, has Japan remained, after its very rapid industriali- 
sation in the latter part of the last century, right up to th^present 
Jime. On a different footing stood the more primitive .jJountries 
which had undergone some form of partial industrial develop- 
ment under the auspices of foreign capitalists, usually with little 
or po'effect, or even with unfavourable effect, on the living con- 
ditions of the main body of tlifeir inhabitants. In such countries — 
even in those in which thei’e had been (as in India) some growth 
of native Capitalism — the capitalist ‘sector’ existed within the 
setting of a society not merely precapitalist in its essential struc- 
ture and institutions but primitive, so as to present the strongest 
contrasts, Countries, or territories,, belonging to this category 
must be described not as capitalistic but as subject to a large 
measure of capitalist control. 

The Essential Features of Capitalist Society 
Wherever Capitalism has existed, either as the predominant 
system in a country or as dominating certain essential parts of the 
system, its characteristic features have been (a) the employment 
of wage-labour in relatively large masses; [b) the development of 
forms of joint ownership of the means of production by companies 
with large numbers of shareholders and bondholders; (c) 'a tend- 
ency to pass, in one industiy after another, from a state of violent 
competition towards one of combination and, where practicable, 
monopoly; (d) a tendency for the average scale of production to 
increase, but not so as, saye ,in a- few industries (and in these 
mainly for technical reasons), to eliminate relatively small-scale 
enterprises, which have, on the contrary, shown a remarkable 
power of survival and of fre.sh growth; {e) the determinatiem of 
the volume of production and employment by considerations 
of expected profit, on the part either of each business acting 
separately Of of a number acting together in combination; (J) the 
. gro^yth of systems of commercial and industrial credit operated 
by privately owned banks and finance houses revolving round 
some sort of Central bank with wide powers t6 regulate monetax'y 
conditions; (:^)‘ a marked tendency to instability related not, as in 
more piimitiye societiesi primarily to alternations of natural 
scarcity arid: :g.bunKlance but to some inner compulsion of the 
capitalist) system; itself; an4 {h) strained relations between capi- 
talists and worker^ expressed largely in^ stru^le on the workergV 
part first to achieve the; rights, of combination collective 
bargaining, and then to use these rights for common protection 


and advancement by both industrial and political means. Every" 
where the rise of Trade Unionism has Ixaai a second liictor, over 
and above the desire to control markel: conditions, impellyig 
capitaliitt einploycrsdn the direction orconimc,)n action and giving 
thcan nn^added intia’cst in controlling the State as a means ol, 
keeping the control of it out of the luinds of the; vvorking-e.lass 
I movement and its ptditieal alli(;s. 

i Under (kipitiUism, it is the oajiitalist, individual trr colk'etive, 
I as in a joint stock eompany, ^vho's<a tics \vliat to producer and 
( whom to employ. Hr^ makes tlu.’.se decisions In accordanc.c witl> 
his,j:!xpcctations a,nd In; must do so, Iku', arise tire, ircnalty 

for dccidiiig on any other bas^s would l)(g sooner or later, hauk- 
rujjtey. Of cour.sx;, the liem that han re.sources beliind it, or can 
get credit, may sometimes produce at an exjjccted loss in oriler 
to liold its labour force, /or its customers, together; but it can 
aflbrd to do so only if it expects conditions to imjrrove, and in 
accordance with its long-run consideration id' what is likely to 
/ pay best. Expectixl proht is the pivot on which the entire system 
I turns. The expectation may he wrong; losses may in fact be made; 
»^herc profits wore hoped for. But that does not affect the point, 
which is that in each business, and therefore over capitalist 
industry as a whole, expectations of profit arc decisive in settling 
the levels of production and of the employnnmt of labour. 

Moreover, the eajiitalist selects his methoils of larodnction, 
within the range of choices open to him. lie settles when it will 
pay him to jrut in a new machiiu' that will disjdace labour and 
cause more capital to he u.sed in oonjuue.tiou with less labour in 
the processes of jifoduetion. He clee.ide.s when to invest capital 
in new means ol' production and to a])i)t’al to otln;r owners of 
capital to join with him in putting up the money. He decides 
whim to scrap plant a,s ol isoletc - -or has the issue decided Ibr him 

by his inability to work the plant at a satisfactory profit- and 

even so, it is lu: rvfio dcei(lt;s at u'hat [joint to close it down. In all 
these matters the capitalist is, under Caijitalism, the decisive figure. 

Who is ^ The Capitalise? 

But who i,s ‘the capitalist,’ who makes all these vita I del erm iua- 
tions? He is, for our pi'esent jnirpo.se, the i nan, or the grouj) of 
men, with whom rests the power of deeisiou in (sieli sc-ijarate 
businera, or in combination.s of businc.sses where any of' tin; 
powers have been handetl, over to ^sueh combinatiom by the 
^dividual firms. The ‘capitalist,’ in this .scftse, is dearly not 
"simply: any’' dWner of capitah—even of capital inye.sted hi: largo 
scale indusU'y. The, big busine.sscs of to-day have many tliou.sands 


of shareholders, the vast majority of whom take no real pg,rt''in 
deciding on business policy. The owner of capital who invests 
money in a new issue of .shares may n.o doubt be helping a new 
business to get started, or an existing business to expand; but 
much inorc often he is without any influence on the course of 
production — for even if he had not bought the shaiys;, some 
financial house which had underwi’itten the issue would have 
taken, them over and the result would have been just the same. 
The purchaser of a second-hand share in an existing concern 
plainly exerts, as such, no influence at all on the course of produc- 
tion and employment. In general, the shareholder is simply a 
claimant to a share in the profits, and docs nothing except 
receive his dividends when they accrue. 

This, of course, does not apply to a shareholder, or a group of 
shareholders, having a controlling body of shares in their hands. 
Such a person or group can use its power to appoint the active 
directors and to determine the policy of the business; and in fact 
businesses ai’C controlled cither by such active groups of share- 
holders or, in their absence, by directors or managers who are 
usually in effect I'esponsible, unless things go very badly wi'ong, 
to nobody except themselves. The active controllers of big busi- 
ness are quite a tiny group among the many thousands of share- 
lioldei’s they are supposed to represent. The active controllers of 
smaller businesses are much more numerous, but are in many 
cases free only to decide what line to follow in face of economic 
policies which they have no share in determining — policies settled 
over their heads by bigger firms which control their sources of 
material or their markets or even the conditions of production 
and sale they are to observe. 

The Concentration of Capital 

The degree of concentration of economic power under (i«pt^ 
talism differs greatly Irom industry to industry. It is at its highest 
in those industries in which technical considerations rule out 
economic production except on a very big scale, so that the total 
' number of businesses is bound to be small. But it may also reach 
a high level whei’c most of the small busines.ses can exist only as 
sub-contractors to the big ones, or where they are able to hold 
their own only as long as it suits their bigger competitors not to 
crush them out. 'rhis may happen wherever a big business, able 
to produce more^heaply than smaller concerns, finds it more 
profitable to keep up prices and exaqit a monopoly profit than to 
lower them in orSSr to capture the whoie of it^comj^titors’ trad^ 
Gigarettes have long provided a notable example.^ 


Moflei'n Capitalism is, then, not, like tlic Cl.'ipitalism which 
came in v'ith the Industrial Revolution, a powtu' standing apart 
from the State and looking to tln.^ Static only for a, gencu'al Sidc- 
guarding of the rights of private property, l int a {Kiwer i.’xp(\ctiMg 
from thiifStale nmcli more extensive support for its vemtures, and 
thcrefore\seeking to control the Stale in its (nv,n interests. It luesr 
had to do this, in view of the growtli oftKirliinnenlary democracy, 
by inlluencing the political parties -which de]:)end I'or tlieir [jower 
to rule on popular backing; and, until Sociidism liec-.ahie a 
political Ibrc.e, it was able to iulluc'ne.e lioth the leading ]iar(ios 
(or more, than two, where more were ol' sullicient weigltt to 1)C 
taken into account). Capitalism stood behind both Lilreralism 
and Conservatism in Great Brifaiu, griulually .shifting rnor(! of its 
weight over to tl>c Conservative side as it came to ni'.ed more 
active intervention on il.s^bchalf, but still keeping a Ibrit in tlic 
Lilieral camp, as long as tlnn-e was svieh ;i camp in (dfective 
existence. In the United States, ca]rit:alist jrolitie.s still preserve 
this shape, because no cllective Socialist party has yet come into 
being; but even there a considerable shift has occurred in the 
direction of Republicanism, in proportion as the Democrsitic 
Party has sho-wn any tendency to champion, like the British 
Liberalism of 1906, the cause of the comiuou man. In Great 
Britain, the eclipse of Liberalism has ranged the, forces ol‘ 
Capitalism almost solidly behind the Cons(;rvative Party. In 
other countries, especially where there are several, i-)arti(.!,s standing 
for particular national or religioris gvcnjis, CapitalLsm still acts 
through and upon tlu^se various purlieus, and tipnn the coalition 
Governments that are based on tliem. 


Capitalism and Fascism 

. In proportion as Socialism becomes a iiolitieal funsc! threatening 
j 5 rpi*ali.sm at its roots, the neeil for Capitalism to mak<! .surtr of 
its hold upon the State Irecomes grtuiter. It was with this itlea that, 
first in Italy and later in Germany, capitalists who feared the 
advance of Socialism gave subsidies to Ifascisrn, aiding Mus.sGlini 
and Hitler to build up their l)lack-sliirted and browii'shirted . 


private armies and their demagogic, parties as tlie encnrie.s of 
democracy. 'Phe capitalists who acted in thi.s way, and tlrus 
helped the I'ascists and Nazis to gain political power, began of 
course in the belief that the power they sulrsidiscKl would remain 
amenable to their control, and -u'ould do thejcni) of smashing tlu! 
Socialists aird democracy ibjj»thcih witViout developing any policy 
of its own ii|tonflicft with ^heir, desires. In t he ftvent, the job was 
very thorougniy done, and the capitalists of Italy, and Germany 
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were saved, for the time, from tlic . threat of Socialism, Neverthe- 
less, things Eld" MOr'fair'out wholly in accofdarice with their 
expectations; for, especially in Germany, Fascism in power 
proved to have a will of its own, by no means wholly consistent 
^ith the wills of the would-be masters. The capitalistSj,^ere left 
m possession of the means of production, and even "with the 
assurance of being able to operate them at a continuous profit. 
They*were relieved from the pressure of working-class demands; 
for the State completely liquidated the economic as well as the 
political organs of the workers. But they were confronted with 
a State power which, though it used them as its agents and safe- 
guarded their position, substitute^! its ends for theirs, and har- 
nessed them to a machine of which the purpose was to promote, 
not private profit, but national and imperial aggrandisement. 
The capitalists found themselves caughf up into States organised, 
or organising, for total war; and it is of the essence of such 
organisation to require extensive State control and a subordina- 
tion of the private interests of individuals and groups, even the 
most influential. Capitalists can stoniach well enough this kind of 
control as a temporary necessity, in actual warfare; but they 
found in Fascism a new mode of action which required the 
methods of war continually, even in time of peace. 

• Nevertheless, Capitalism did not revolt against Fascism. Indeed 
it could not; for no revolt could have succeeded without the 
support of the working classes, which the capitalists did not dare 
to inypkaJMost of the capitalist leaders greatly preferred Fascism, 
‘^'wifH' all its inconveniences, to a renewal of the danger of Social- 
ism; and in general they continued to give it support even when 
they could see cleaiiy the direction in which it was moving. 

What Fascism is 


^"■"It is profoundly misleading to i-egard Fascism merely as a form 
of Capitalism — merely as a capitalist device for defeating Social- 
ism when it can no longer be ’held off by orthodox parliamentary 
: methods backed by the power of wealth. This is, of course, one 
'aspect of Fascism; but it is a long way off a complete view of it. 
The driving-foi'ce of Fascism cannot be explained in purely 
[economic terms. It is, in its basic notions, nationalist and mili- 
tarist rather than capitalist. Its aim is not to exploit the poor of 
its own nation, but to make its own nation an exploiter of other 
nations. It has no objection to exploiting its own poor, _ where 
such exploitation appears fo serve its nationalist and militavist 
/ends; but its economic alliance witn the capitSSSts agains? 
the workers arises primarily because the workers tend to be 


internationalist and pacific in outlook and to value ‘butter’ above 
) ‘guns,’ and not because the. Fascist leadeis arc ardent bi;li(?v(n's 
1 in the system of profit-making. Fascism cannot easily win p4wer 
I exceptpvhcre it calj find a inilitarist as well a.s a caj:)italist class to 
I help ittpn its road to power. 'J,'his i:)avtly exifiains its failure ^.o 
S make any sulistantial headway in Scandinavia or in Switzerland, 

I and its weakness in Great Biitain, in cijiniKirison with its success 
I in Spain and in Eastern Europe, and, even move, in Ja|>an, as 
i well as in Germany and Italy. ' 

1 No doubt, Fascists and Nazis, in their appeals to tin; people for 
support, were often lavish with economic promises. Tlu^y 
promised to protect the ‘sma|l man’ against the trusts, even tvhile 
they were taking money from the trusts for protecting tlieni 
against the workers. They promised careers to the. educated or 
half-educated, who regarded tliemsclves as entitled to positions 
of superiority, laut could find none because of the depression. 
They promised work to the unemployed, as well as .special privi- 
leges to all who joined them. These economic promises, however, 
were not aspirations of Fascism, but bribes to recruit support 
for it. Its aspirations were not economic, unless we include as 
economic aims the desire to conquer and to loot on the grandest 
possible scale. 

// Fascism, in short, was not in cssimce an economic movement, 
// but" k" nationalist, imperialist and inilitiuist’ inoveinent Using ^ 
I'l economic inducements to reinforce its primary, appeal.’ It; found 
supporters in millions largely for economic reasons; for the 
depressions of the iutcr-war period bred the popular discontents 
upon which it was able to thrive, Tht've were Fascists who were 

interested primarily in its economic aspiscts- the Strassers, for 

example, as well as some of its cajiituli.st backers. But tlicse, were 
''ite* its leaders, or alilc to control it so as to divert it from its 
essentially militarist attitude and policy. 

' Even, then, if we regard Fascism, in one aspect, as Gapitalism’s 
J last gam]:)le in face of the advance of .Socialism as a world-wide 
force, we must realise that, in backing Fascism, tlie capitalists 
u were invoking a force external to themsedves, with which they 
V hoped to reach a satisfactory accommodation, and wort! not con- , 
stituting a new kind of capitalist State, n’sjmnsive to cajiitalist 
ideas and accepting capitalist olsjectives. Fa.sci.sm wa,s, if not an" 
entirely new kind of social organisation, at any rate not merely 
a continuance of the capitalist kind pf Slate in a more developed 
^form. It was a tiirow-l^ack from Capitalisiw to militarism, but 
'*under coruntions which pi’oduccd a new type oftuilitarism, based' 
on a popular, demagogic appeal, and reinforced by the enormous 
. laa 


weight of inodcru propagandist techniques founded on modern 
psychologknl discovery. It could not help being at the same time 
an .economic movement, or having an economic policy; for it 
needed both to org'anise the economic foundations of military 
strength, and to reinforce its _ nationalist and militarisfjappeals 
with an invocation of economic discontents and aspirations. But 
• its roots arc to be found in predatory nationalism, and not in the 
;j, threatened capitalism which gave it the means of deluding the 
’ people. • 

Foms of Socialism 

The Socialism which Fascism Ewose to defeat also calls for 
analysis. Why did the Fascist appems wean away from Socialism 
large sections of the Italian and German working classes, even 
before there had been time for intensive propaganda in schools 
■ • and youth movements to train up a new generation steeped in 
Fascist ideologies? The answer is to be found largely in the 
divisions which rent the Socialist movement asunder — in the hesi- 
tations of one sort of Socialists in face of situations which called 
for decisive and courageous action, and in the failure of another 
sort of Socialists to understand the necessary conditions of 
Socialist action in counti-ies accustomed to parliamentary 
^.methods of government, and entirely unaccustomed to the tech- 
niques of underground revolutionary activity. To the Russian 
Communists, or to most of them, in the period after 1917, it 
seemed axiomatic that their own revolution could survive only if 
it broadened out into a world revolution, covering the great 
capitalist countries, and also that the world revolution would 
have to be conducted by methods closely similar to those which 
had brought them to power upon the ruins of the Gzarist empire, t ,,. 
Consequently, they regarded as traitors to the Socialist cause^j^l**'^'^ 
who would not pursue the aim of world revolution by the method ’ 

1 of interconnected national revolutions organised under a common 

leadership, which they felt themselves, as the architects of victory 
ip the Soviet Union, equipped to provide. Gommunist policy 
; after 1917 was stultified by the pursuit of this policy, which 
. seemed to the Russian leaders, and to those who followed them 
outside Rusisia, the only policy true Socialists could pursue. 

■ On the other hand, the leaders of the parlianientary Socialism 
: of Western Europe,* including Germany, envisaged their task in 

an utterly different way. They had^ built: up democratically ' 
organised parties Mrhich were claimants to political influence : : 
•they were accustomed to general elections, fought oilHhe basis of* 
programmes which were made, upTather of socialistic reforms 
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than*of Socialism itself; and they had come to regard Socialism, 
not as a new system to be instalhxl at a blow, but rather as a 
tendency to be advanced gradually by ]:)iecemeal measures which 
would transform society by stages. This wiis as natural an out- 
come ot,,the conditions of Western parliamentarism, busi;d on a 
' very extensive franchise and on representativi; government, as 
Russian Socialism was of the conditiims of uut(x;racy in Russia. 
I’he Ru.s.sian view was the more Mar.xisi, Ireeause in tho years 
before 1914 conditions in Czaristf Russia, wmx; closer than con- 
ditions in W(;stcrn Europe to the t:onditions wliieli pre.vaiied over 
most of Europe when Marx and hhigcls formulated tludr essential 
doctrines. In 1918, however, the parliamentary gradualism of the 
European Social Democratic'’Tarties stood Inully in the way of 
conrageons action wiuu'ever a revolutionary situation appeared. 
In Italy as well as in (hMnauy it incapacitates! them for .seking 
their chances and exposed them to the perils of count(;r- 
rcvolntion. The Italian Socialist.s half-tried to make a revolution 
and then drew back, and were presently laid low by Mussolini. 
The German Socialists tried to construct a democratic parlia- 
mentary Republic on the ruins of the Bisraarckian Empire, and 
in pui’suance of this aim invoked the forces of militarist reaction 
to defeat their own revolutionary left wing. Their excuse was that 
the victorious Allies would not have tolerated real Socialism. k?y 
defeated Germany; but that was by no means the whole story. 
The truth was that the German Socialist headers feared revolu- 
tionary Gomraunism fully as much as Geirman reaction; :nul in 
their attempt to oppose both tlicy disastrously divided tlie 
German working class and, aidetl by the grivve errors of Ru.ssian 
Oommunisf policy, finally lot in Hitler and compassed their own 
destruction. lad us admit that their situation was difficult. The 

remains tliat their errors were glaring; and that these errors 

arose from something more than the peculiar difficulties of the 
German situation seems to be indicated by the weakness displayed 
by other Western Socialist Partie.s tliat can plead no such excuse. 

In effect, the Socialist Parties of Western Europe ha<} not 
expected to achieve power for a long time, and were not ready 
for it when their chance came. The Russian Socialists, witli no 
prospect of a gradual victory, to be won by convincing a demo- 
cratic, electorate and by peaceful .stages, had necessarily thought 
in terms of sudden revolution, which had actiyxlly broken out and 
; been repres.sed in 1905. It would, have been futile, before 1914, 
“for the Socialists , of Western Europt; to tluii,k or plan in these 
"•terms; for'tte'era would h^vc been no iiossibility at all of carrying 
with them any substantial part of the electorate of their countries. 
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The fault of West European Socialists after 1918 was not that 
they refused to pursue a quite impracticable policy of revolution 
by violence, but that they showed too little capacity for adapting 
their pre-war strategy to the new conditions, varying from 
country to country, with which they were called upon .Jlo deal. 
Above all else, they tailed to do their part towards getting on 
terms with the victorious Socialists of the Soviet Union, though 
this wi£is the necessary condition for the existence of a really 
united movement in their ovtn countries. It must be admitted 
that the Socialists of the Soviet Union were very difficult to come 
to terms with, as long as they continued to pursue their impractic- 
able ideal of world revolution and to denounce as traitors, or 
‘social Eascists,’ all who I’ejected their leadership. But, as this 
particular phase of Soviet Union policy was transcended (the 
elimination of Trotsky being of course the salient point), accom- 
modation did become easier: yet advantage was not taken of the 
opportunity until much too late, and even then only with half 
a heart. 

In effect, the Socialists of the Soviet Union and of Western 
Europe never succeeded in understanding each other, or the 
different situations with which it was necessary to deal in different 5 
areas. The disastrous consequence was that there were Western 
Communists who even professed to welcome the advent of 
'Fascism in Germany as clearing the way for Communism by 
eliminating the Social Democrats, as well as Social Democrats 
whose hostility to Communism blinded them to the need for 
united working-class resistance to the Fascist danger. 


Cominmim and Social Democracy 
Yet the difference between the Social Democracy of the West 
and the Gororaunisra of Eastern Eui’ope was not really 
aim. It was rather a difference of method, based on national 
traditions and experiences. It would have been impossible to 
establish Socialism m Russia except by methods such as the 
Communists pursued, because there was no democratic parlia- 
'mentary mechanism, no administrative mechanism, and no 
tradition of peaceful change that could be taken over and used 
for purposes of Socialist construction. Equally there was in the 
West no oppression, comparable wth that of Gzarism, to create 
a tradition of undetground revolutionary activity; lio autocracy, 
ready to collapse* entirely as soon as its central controlling 
mechanism was bj,-oken up; and nef such c^ude opposition; of 
privilege and unprivilege as characterised: the Ozsifist political^* 
and economic ’system.' The Socialism which was the declared 


olijttctive of Communists and Social Democrats alike was essen~ 
tially the same: the methods and the machinery by which its 
achievement was pursued were, and were bound to be, radically 
diffei'cnt. '.riie misfortune was that on neitlua- side did eno\igh 
Socialists realise cither the unity of i)urpose or the reasons for the 
differcirees in metliod to make acc(.')mmodation practiea.ble. ' ^ 

Socialism, both in Russia atul in Western I'hu'ojre, meant 
essentially the supersession of the profit motive as the dcterpiinant 
of productive activity and consequently the estal.dishment of 
ptibllo ownership of as much of^the means of produetion and 
distribution as was necessary to make iiroduetion and distrilmtion 
matters for social determination in the common interest. It meant 
ensuring that tlie outjnit of wialtli siiould be settled by tlie avail- 
ability of man-power and other resources of iiroduction, and not 
by the prospects of private profit. For Western Fairope, this meant 
mainly tlie elimination ol' unemployment due to the trade cycle, 
to structural maladjustments of industry, or to restrictive mon- 
opoly practices: for the Soviet Union it meant a deliberate 
planning de.signed rapidly to trairsfonn Ru.ssia from a backward 
country with small enclaves of industrialisation into a thoroughly 
modeniiscd country, abreast of technical development and armed 
with an economic organisation capable of exploiting modern 
scientific techniques. For Western Europe it was mainly a qu^- 
tion of taking over an existing industrial system and aaapting it 
to the needs of a democratic society; for the Sovit:t Union it was ' 
a matter of making a new economic as well as a new social order. 

Socialist Planning 

Planning was indispensable for either jmrpose. But for the 
Soviet Union planning had to he mueli more complete and 
drastic in its methods than was requisite in the more advtmeed 
cCTTutries of the West. The Russians had to plan practically from 
nothing: the Western countries needed only a co-ordination and 
amendment of already existing economic, structures. Above all 
else, the difference was that the Russians needed, out of a very 
low national income, to set aside a great deal from present con- 
sumption for the accumulation of new capital instruments; 
vvliereas in the West the problem wa.s rather one of providing 
■ enough consuming power in the bunds of the mass of the people , 
to afford an outlet for the products which industry was already 
„ in; a position to produce. The Soviet Union ftever had to bother 
about; shortage of mark(»ts: it ,wnf faced with a conthmous 
^ohmty of consulnable fgoods. The We.stenf countries, on the 
other hahdf were accursed with the inability to»marry with the ' 
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needs of the people the producing power whieh they actually 
possessed. 

This difference led to additional misunderstandings. Western 
Socialists, accustomed to thirdcing of situations in which jobs 
were short, could not understand the practices of a soa^ty in 
vihich everyone who avoided doing his share of labour wfl mani- 
festly failing in an essential social task. Thinking of cohditions in 

• which too many people scrambled for too few jobs, they were 
disposed to regard compulsion to labour as unjustifiable serfdom 
rather than as ■ the enlbrcemeVit of a reasonable obligation of 
citizenship. Accustomed to Trade Union bargaining with profit- 
seeking employers for higher wages and better conditions, they 
found difficulty in ajspreciating tlje position of Trade Unions 
which could ask for more only at the expense of others pqually 
entitled to share in the national dividend., Habituated to dispersed 
responsibility, to local and sectional autonomy of action over a 
wide field, aird to the constant compromises 'and accommodations 
of the pai'liamentary system, they were repelled by the centralisa- 
tion, the strong party discipline, and the rigidity which were 
mravoidable in a society which had to face the grim necessity of 
making a new start in almost everything, in face of the complete 
collapse of the highly centralised autocracy which had been 
overthrown. The misunderstandings on both sides were endless, 

. . . of course they led to endless recriminations and to a regret- 

table fiiilure to appi'eciate the underlying unity of purpose. 

Yet, though leaders disagreed and denounced one another, the 
fundamental sympathy of the workers of Western Europe for the 
Soviet Union was never shaken. It was profound, instinctive in its 
basis, and most strongly felt at moments of serious crisis. It 
availed to prevent any irreparable breach between the Socialists 
' of Eastern and Western Europe, though not to avert most sei'ious 
internal divisions among the workers in particular countri'Cvf 
especially Germany and France. 

^ Planning Jor Employment 

. In the capitalist countries, as I have said, the central issue came 
to be, more and more plainly, the prevention of unemployment 

• and the use of the available resomxes to secure the highest possible 
_ output a,nd its distribution in such ways as would remove un- 

, ’ natural restrictions on consuming power. Socialists, pursuing this 

aim, had to demanci planning, on both the national and the inter- 
national plane; for it was nec;pssary to jyomote planned exchanges 
‘ av: between Cormtries *ln order that planned national pinduction 
•'I*' "might yield satisfactory results. Socialism' thus Shme to he 
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idcuHlicd widi planning, though plannuig leniained no more tlian 
a means to the realisation of the Socialists’ aims. In Russia, plan- 
ning had come to mean the entire control l)y the organs of the 
State; of tin; business of production and exchange. It could mean 
no iess,. 5 vhen it was' a question of building xq.) ifom the Irottom an 
entirelyViicw economic order, in a (;ouutry in which there existixl, 
no going concerns that e.ould be ad;i])t(;d to lit, in with the require- 
ments of the new society. On the other liand, in tlie West, it was 
a question of how'imich, or how littl;;, economic planning was 
needed to bring abxmt a conditioii of ‘full employment’ and of 
market outlets sufficient to absorb all that: could he produced, 
'rills question admitted of varying an.s\v(;rs. .Some believed tliat; 
the thing could I,)c done, in tla^ main, liy state control of linance-— 
by stat(! action to maintain capittd investment iit a sulllcitnit level, 
accompanied by measures of redlstrilmtive taxation and income 
maintenance tlirough the expansion of the soeitd services. Otheuvs, 
of wliom 1 was om;, argued tliat such nusisure.s would not suffice 
without the. social ownership of certain of the main capitiil-using 
industries or Avithout effective steps to ]ir(;vt;nt monopoly practices 
and to control the general policies of important industries which 
were left in private hands. ^ My contention was l;)ased jiartly on 
the prevalence of restrictive practices in the key industries, and 
partly on the need for drastic, .structural readjustments to brin|<: 
the British economic system into line xvith modern requirements 
based on a more even distrilrution of consuming power. 

Planning and Democracy 

'.rhi.s question of tlic timount of planning needed to bring 
industry into conformity with tlu; needs of democracy is, of 
course, closely boimd up witli the quest ion of democracy itself, 
.fanning, as we have seen, is a means and n(.)t iin end; and a 
GtSamnunity needs only so much planning as Avill suffice to :furth(;r 
its social ends and to remove the ob.stacles that stand in the way. 
Among these (aids, are democracy, and freedoni — two com'.ept.s 
which arc closely allied ).)ut not identical. Freedom has indeed 
two essential aspectsr-freedom from imposed suljordinatiou winch 
makes the; individual man a means, iirstetid of an end, (ind free- 
dom from being unnecessarily badgered aliout by ccpials, as well 
as by superiors, acting in the name of society. Democracy is a way 
of saieguarding the first of thc.se freedoms; but it may not .stiie- 
guard the second, which is at bottom a mattt';r less at' laws than 
of social habihs and traditiffns. . 

nr iSee iny The Means Full Employment, where this question b fully 
discussed. 
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Economic Liberalism: Qjialities and Defects 

The tradition that the State, apart from acting as the pi'otector 
of property, should interfere as little as possible in the economic 
field carried with it some presupposition against interference in 
other fields as well. The climate of economic liberalijm was 
favourable to letting things alone in religion, in eduction, in 
personal conduct, in social organisation and voluntary associa- 
tion, iiv the conduct of the Press, and in many other spheres. It did 
make for a large measure of liberty in all these respects; but it 
made for a liberty that was in practice graduated in accordance 
with differences of wealth and worked out very differently for the 
rich and for the poor. The rich had the power to use their wealth 
for pushing their own opinions: thtey had open to them a vast 
range of activities and enjoyment.?, from unrestricted travel to the 
pleasure of ordeiing other people about much as they pleased. 
The poor, on the other hand, enjoyed liberty only within the 
restraints imposed upon them by lack of means, and under the 
additional handicap of perpetual insecurity. If they had no jobs, 
they had to demean themselves humbly in order to get the bare 
means of life. If they had jobs, they had to demean themselves 
humbly in order not to lose them. Employment at wages was', 
treated not as a social right, but as a favour on the part of the 1 
aaployer, who acquired by granting it a large authority over the 
rfiws of his employees. Trade Unionism developed largely as a 
' protest against these conditions of social inferiority, and did much 
to render them less irksome in practice. But Trade Unionism 
could never get rid of the fundamental drag on the freedom of 
the poor — the iu.sccuvity under which they had to live. 

In effect, tlic social Ireedom which was the accompaniment of 
economic liberalism in the advanced capitalist countries was all 
very nice for those who were well-to-do, including the main bod^ 
of the middle classes: it was much less nice for the working 
classes, who were the most numerous part of the people. It was 
something, even for the.m; but its positive advantages were largely 
o,ffset by insecurity and. Iry the undemocratic conditionst of em- 
ployment which were the inevitable outcome, of insecurity. 

The Discipline of Insecurity 

They tverc the inevitable outcome; for insecurity made possible 
an industrial discipline, enforced by the employer without the 
intervention of the State, that would have been quite impossible 
had it not been supported Ijy the feaifcof the sack. The demand 
for full employmenlfon the part of the wqirking classes, is a dem.and 
'not only for assured continuity of income but a©o for that 
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democratisation of economic relationships which only the assured 
continuity of income can give. It is easy to undcrstaml why many 
employers, asked whether they support a hdl emiilo_yniei\t_ policy, 
reply by asking how they arc expected to keep disei];vtine in tiieir 
factories if nobody is any longer afraid of getting the sack. 

The answer, of course, is th;it they will not. be able', under 
conditions of lull employmeut, to keep up the discipliiie of fts-ir, 
and that there will have to be a new kind of diseipliue* mort; 
consistent with democratic priueipl(!.s of liuinaa e((uality, iii order , 
to get the world’s work done whoii iiisceurity lias lieim rcanovt'd. 

I do not mean by the removed of in.s(X’.urity the euuetrssiou to 
anyone of a right to retain his job evem if he is iiu!llici(mt at it. 

No such thing is in question*. I mean that, uud(,'r conditions of 
full employment, a man who is dismissed from puc joli will not 
stand in fear of real hardship for himself tvnd his dependants, 
because there will be another job waiting for him — though not 
necessarily as good a one as he has lost, This, and no more than 
this, is what full employmeut involves. 

If it is agreed that real democracy and the real enjoyment: of 
a reasonable amount of freedom are impracticable witliout the 
removal of insecurity by the achievement of a condition of i’uM 
employment, it follows th.at there must be enough economic 
planning to make full employment a reality. It also follows t hqt. 
if the discipline of fear is to be done away with, or grcatly'X.,, 
weakened, and the employer is not in a position to liud ii suit- * 
stitute for it, the State must step in to fill tin*. ga|,). 'I’his can l,)e 
done in two ways — ^lirst and foremost, l.iy cre.atiug' a imblie senti- 
ment in favour of doing a decent clay’s work as a matter of soe.ial 
obligation and impulse, and secondly, to llie extcnit to which this 
is not enough, by inqaosing cm the delilxa'atc slacken' ix'ualtit'S 
that will not fall on his innocent dcpendiints. It is tvith this 
’""hwsondly’ that there enters into some people’s miiicls the fear that 
; full employment may usher iu not an enlarged Ihicdom but th<,^ 

■ ‘Servile State.’ 

Direction of Labour 

War experience has, of coiu'se, done something to enliven this 
fear. The worker in the essential industries gained during the war • 

an assured income — and the gain was greatly valued -but lie lost . 

his freedom to move from job to job except under many rc,.strk- 
tions, and he also became subject in the last nsort to prosecution 
for slacking or absence from work, ^rhese penal provisions wca'c 
^much disliked—mainl)',*,! think, as placing*men under legally 
enforceabld'subordmation to a private, proiit-sc«kiug employer, ' 
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but also partly in themselves, It is therefore jDertinent to ask how 
fer the planning needed for full employment and the democratisa- 
tion of industry is likely to involve a continuance of penal 
discipline in the hands of the State, a tying of men to particular 
jobs on account of their national importance, or any &rm of 
‘direction of labour'.’ ’ ' 

This question has two parts. First, will the State, in order to 
secui'e,the right distribution of man-power under conditions of 
. peace, need to order men to jjarticular jobs or to prevent them 
irom shifting from job to job as they please, subject oirly to the 
vacaircies opera? The answer is surely ‘No.’ Compulsion was 
necessary in wartime because of an ali-i'ound shortage of labour 
and the ireed to fill up the factories' qirickly for an intensive war 
effort. In peace-time there can be no such all-round shortage; 
for the purpose of planning will be to ari'ange that there shall be 
just enough jobs to go round, with a small allowance for unavoid- 
able friction. The right way of securing the desired distribution 
of this man-power among the various employments will be by the 
offer of inducements, not by imposing penalties; and the right 
way of holding men where they are most wanted will be by 
making it worth their while to stay. 


Slacker under Full Employment 

* The second part of the question presents more difficulty. Will it 
be necessary for the State, in order to get work reasonably done, 
to replace the employer’s discipline by its own iDcnal provisions 
against the slacker or the undisciplined? Again I answer, ‘No.’ 

The most the State will need to do will be to deny the guarantee 
of income to those who are dismissed for these offences, with full _ 
proof offered. The dismissed man, after being thus as.sessed notj.*^-- 
by his employer, but by his peers, will be free at once to ttlke 
another job, and will have no difficulty in finding one, though it , 
may well be of an inferior grade. He, but not his dependants, will 
lose income while he is out of work; and he may lose income 
permanently if he is relegated to a lower-paid task. He will, 
however, have every inducement to do better, in order to regain 
his lost status; and we may reasonably expect that the opinion of 
.his fellow-workers will be against him if he persists in slacking 
under a system which is designed to ensure that the advantage 
of each man’s labodr shall accrue to the common good. 

There may, no doubt, beklifficultie»of transition from the old 
^ discipline to the nc?W; for it will take some tim'e to gm; the ndw., 
public opinion in favour of doing good work its lull i&rce. There 


wilf also be, at all times, some workers whose slackness or 
inefficiency arises out of physical or mental tlelects that cannot 
be put right; but this is the case under any system, and will be 
least the case where the levels of physieal and mental healtlf arc 
most the community’s care, 

Workshop Opinion and the Climate of Industrial Democracy 
y The creation of a new climate of worksho(-) uihiiioa is obviously 
the crux of the matter. I'his will upt be achieved imlc-ss it becomes 
really and deinonstrably true that pradn('.ti(.m is organised as a 
social service and not merely as a by-product of the search for 
profit. If it is made plain that the industries of the. country are 
working to a production plJm dcsigmul for tlie fullest possible 
satisfaction of the people’s real needs, and that imvards arc! being 
made as lar as possible proportionate; to rc'al services, and not to 
property claims, a very powerful pviblic opinion in favour of good 
measure in work and workmanship will .soon arise, as it has arisen 
in the Soviet Union. It will then matter relatively little wlietlier 
a man is working directly for the State or for a private employer 
under conditions sanctioned by the State and forming part of 
the public economic plan. Perhaps the State will get ttie better 
work done for it — certainly not the worse; perhaps there will bej 
little difference and the quality of the response will vary with^he 
human quality of management in eac'.h factory, -whether it be',, 
public or private or Co-operative. Where l:h(.'re is iutidligent 
man.ageinent, alive to the human ■a.sp(;et,s as well as to the 
technical, I have no doubt the resjiouse will l)e emiri;!)' adeejuate, 
as soon as the initial difficulties have l^ecn overciinne. 

The development of this new ])nb]i(,; opinian is tlie only busi.s 
on which democracy can j,iractically be; estiiblishcd in the field of 
’-'^-^syork. The case for workers’ .self-goveriuncut in industry which 
1 nave argued all my lile rests upon this inc,lisp(,insable foundation. 
As men acquire a sense of responsibility and power in respect of 
the work they arc doing as the agents of society, tluiy becxmie 
capable of organising that work on a basis of democratic fellow- 
ship and co-operation. Every one of us has set,;u this happen, in 
voluntary activities of one sort or another; almost everyom; who 
has 'taken part in such activities has at some time borne te.stimouy 
to the high cjqDacity of his fellow men lor good team work, 
including the ready acceptance of requisite Ieader.ship, where 
their feelings of loyalty and obligation are ar&uscd. This is a field 
■ in which freedorn cair bloflsom, iighffining the hours of labour by 
.-the sense-^ harraonio-UB and wcll-directccrt'ffort and achieve- ,, 
ment. This, as well as the disappearance of the constant sliadow 
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of insecurity, is the boon which a democratically plaiarecl 
economic order can confer upon the ordinary man. 

The notion that a planned order means a restriction upon 
human freedom is mistaken. It is a notion no doubt readily enter- 
tained by well-to-do persons who have never had to 3i/oi|^ under 
hksome discipline for purposes in which they felt themselves to 
have no shave. But it is a false notion, quite unlikely to be accepted 
by those to whom this very experience has been an everyday ^ 
matter. Ask such men which ,^tate of affairs will give them the 
greater freedom — an unplanned order, in which they have to / 
work under an imposed discipline for the. profit of others with no 
security of finding another source of income if they lose their jobs;, i 
or a planned order, in which they fire sure of finding jobs under ; 
fair conditions, free to change them at will, sure that their labour 
will be directed to socially beneficial use*, and able to organise in S 
fellowship and democratic co-operation the conditions of their 
own work. I think there can be no doubt what the common 
answer will be. 


GIIAPTEIi II 

THE RISE AND DECLINE OF GAPIT ALISM-- 
THE BASIS OF SOCIALIST PLANNIN-G 

I Gapitalism, as the WOU.D is ordinarily imdnr, stood, is a 
i / system of’ production lor profit under which the instnmunit.s and 
1 1 materials of production are privately owned ;uid the work is done 
i i mainly by hired labour, the *lirodnct beloni’inj;!; to the caiiitalist 
I 1 owner or ownca's. Capitalism thus inipli(;s a class ofowners on the 
i I one hand and a class ol* hired rvoiicta's on tlic other, the former 
n supplying capital and the latter laliour, 'I'hc owner-capitalist 
\ decides what to produce and what labour to employ; the hired 
!' worker surrenders his labour to the capitalist in return for a wage, 
or salary, under a contract, written or unwritten, regulating botii 
the wage and the hours and conditions of work. 'Ihe labourer can 
be at any time discharged by the capitalist, subject to any pro- 
vision for notice expressed or implied in the contract, which is at 
law an individual bargain between the capitalist and cadi wewks, 
man he employs. 

The capitalist thus risks his capital, by taking Ins chance of the 
profit or loss on any act of production which he sets on foot. Tlu; 
labourer’.s risk is that of losing his job, or ol'bdug' employed only 
on short time, or of having to accept poor conditions of employ- 
ment in order to keep his joli. 

Actually, there has never been a capitalist system .so .simpk; as 
--djiis rudimentary description .seems to imply. In the: first place, 
capitalist employers at almost every .stage of capitalist develop- 
ment operate to some extent with other peoplc’.s capital be.sidcs 
their own. Not all ouTiers of capital are directly employer, s: many 
prefer to lend tlieir capital at intere,st to active cajiitalists, or to be 
sleeping partners in a business which they take no part in running. 
This was so even before the development of joint stock enterprise 
ill its modern form; and of course in modern joint stock companie.s 
the divorce between ownersliip and management has Iicen carried • 
a very long way, so that in some companies, e.g. railways and 
commercial banks, there may be practically no managing owners, 
the entire business being Tun , by sdaried n|,anagers under tlie 
^almost :noi5^nal control Of a board of directors, who may them- 
selves not be substantial owners of the capital. ' 
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Secondly, especially in the smaller businesses, the owneb, in 
addition to providing part of the capital, normally contributes his 
own labour of supervision, or even, in very small businesses, works 
sidb by side with his emjjloyees. In such cases his profit is a return 
partly on his capital and partly on his labour; but there jy no way 
df deciding how much of his total reward is atti'ibutable to either 
fiictori Even where he nominally gets a salary for managing his 
own lousiness, apart from what he draws on his capital invested in 
it, the distinction is usually quite arbitrary. 

Thirdly, some wage-earners and some salary-earners, though 
they get the main part of their incomes from employment under 
contract, possess some capital of their own, invested either in the 
businesses in which they work or,’ much more often, elsewhere. 
There is no absolutely clear-cut line between hired workers and 
owners of capital. Or again, a man may spend part of his time 
working for an employer and part worldng on his own as aa 
independent worker, neither employing nor employed. 

Fourthly, it is not essential to the idea of capitalism that all the 
instruments of production shall belong to the employer. A woi'k- 
nian may own his own tools and sometimes even his own 
workplace. In the eaidier stages of capitalist development it was 
quite common for the workpeople to work in their own houses on 
machines owned by themselves (or sometimes hired from a 
separate class of machine-renting capitalists) . Sometimes, in these 
early stages, the workpeople bought their own materials and sold 
them to the capitalist when they had worked them up a stage. In 
such cases they formally sold not their labour power but a 
product, which the buying capitalist then passed on to a further 
stage of production or arranged to market, making his profit on 
the difference between the prices at which he bought and sold. 
But as machines became more complex and expensive and used - 
up larger cpiantities of material, it became more general for tJie 
capitalist to own both machines and material, paying the worker 
a price for his labour, even if he continued to work in his own 
home. Then, as power-production advanced, it becElme moi'e 
economical to group the workers in factories where the poM^er 
could be applied to a number of machines at once, and wage- 
employment in establislnnents owned and equipped by the 
. capitalists became the usual system. 

Three Stages of Capitalism 

It has often been said that in the nfodern woi'ld capitalism has 
passed through tfiree successive , stages — ^merchan:^>capitalism,» 
industrial: capitalism, and financial capitalism. This is broadly 
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tru^, althoiigh of course the stages overlap. Before the advent of 
power-driven machinery, it usually did not pay to group thrr 
workers together in large massc-s. Some traders had even then 

sometimes to be conducted on a large .sc:de- I)ig' mines' for 

'exampfe, or trades carried on by means of S(;cret proc('.s.ses or 
machines, or sometimes finishing trades needing direct and con- 
stant supervision. But in geiKunl, where no elaliorale pl;uit rvus 
needed, the scale of production remained stnaJl, and cliief 
advantages to lx; gained from kirge-scaie oirerations, \v<'rc in 
marketing goods, above all in markets overseas l)ut also wherever 
goods had to be sent considerable dista.iices to lind customers. 
Any considcralrle local specialisation in makin;;’' particular kind.s 
■of goods involved distant nlarkcts, .'ind iberefore alForded an 
opportunity for the growth of merchant litisiuessics employing 
large capitals. ' 

Merchant Capitalism 

The merchants formed the first distinctive capitalist ckuss. They 
not only transported finished goods to distant markets, but also 
bought raw materials and handed them out to a succession of 
manufacturers who put them through .successive stages of produc- 
tion in their own homes or in small workshops. They brought 
together at the finishing stages the work of many difi'erent crails, 
and sometimes undertook a part of the preparation of materials, 
such as wool, or of the final stages of mamifacture, under their '' 
own supervi.sion, in workshop.s attaelied to theiv warehou.sos. 
Beside the great merchants most indu.slrial employi'ns were very 
small fry, though there were a few who worked on !i large scalt;, 
and some factories were already in the liands of considerable 
companies of rich men. For the most part tin; industrial employer 
-vjvas still no mon; than a mastcr-crallsman, and to the extent that 
he became more he had often to look for capital and credit to the, 
merchant who bought his wares. The merchants became iimin- 
ciers and bankers for indasUy as well as dealers in goods; and 
presently, as we shall see, some of them gave up being :nercliant.s 
at all in the ordinary sense and became simply bankers or dealers 
in trade bills, engaged entirely in the financing of foreign and to 
some extent of domestic commerce. 

Industrial Capitalism 

_ Gradually this situation was altered, under the combined 
impact of newly invented^raachinery and the steam-engine. In 
vsofne industries there was an intermediate p*jia,se, important in 
England in the eighteenth century, diu'ing which machinery 
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made great advances chiefly on a basis of water-power. Stelm> 
engines were in use for raising water by the beginning of the 
eighteenth century; but the early Newcomen engines could not 
be used directly for turning the wheels of machines, and had 
besides a very high coal consumption, which made tbein ex>- 
pensive to use at a distance from easily gotten coal. James Watt’S 
improvements both reduced coal consumption enormously and, 
by thei-ipplication of the rotatory motion, made possible the direct 
driving of the machines by stpam-power. But this was not till 
more than two-thirds of the century had gone by. Only from 
about 1 780 did the improved steam-engine begin steadily to dis- 
place the water-wheel or the horse-powered gin as a means of 
txirning the factory wheels. Thereupon it became profitable to 
gather together large groups of workers in establishments ; 
equipped with steam-power. The factory age set in: the wage 
system was radically transformed: the era of industrial capitalism 
began. 

This new era involved the rise of a new class — the factory- 
owning capitalists whom Gobbett and his fellow Radicals of the 
early n.ineteenth century so thoroughly disliked. Only in a few 
cases did the merchants turn themselves into industrial capitalists: 
for the most part the factory employers were new men who came 
from farm or trade or from the ranks of the master craftsmen or 
skilled workers, scraped together enough money to buy a few 
•machines, often borrowed more from the merchants who were 
their customers, and enlarged their factories year by year out of 
the profits made by exploiting the new meaxrs of production. The 
typical employer of the Industrial Revolution was not a rich man, 
though he sometimes had rich backers, and, if he was successftil, 
wealth soon came his way in abundance in view of the great 
differences in efliciency between the new ways of production and 
the old. As long as the new power-driven machines supplied only 
a part of the market, those who possessed them could reap large 
profits based on their lower costs, gradually squeezing their less 
ujJ-to-date competitors out of the market, but still able, save at 
times of deep depi'ession, to sell at prices well above their own 
costs. 

As the new machines became more numerous and were I'apidly 
improved, competition set in among the new capitalists them- 
selves. The old handicraft producers were driven out, or at best 
could get work onl-^ at starvation returns in periods of brisk 
demand — ^and in bad times n»t at all; afid the new factory owners 
had to keep their 01ant continually up* to date omptnalty of^ • 
losing their ti'acle*. Competition in the industries most &ected by \ 
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the 'new methods — above all, Cotton — grew ruthless in the ex- 
treme; and for every, capitalist who made a fortune several failed 
and were driven back into the ranks of the working classes. Sucli 
conditions led to desperate attempts to ke(;p down the (,;o.st of 
labour |)y exploiting the work of women and cliildren, by making 
hours of employment almost unbelievably lung — a working d:cy 

of fourtee.!! hours was nothing out ol' the ^va)' a.nd by ki.M^jriiig 

wages down to the lowest possible point. I’Ik,; (.nnjrloyers jpstifu.'d 
these methods both on the ground tliat they were necessary for 
the accumulation of capital out ol profits, and even for their own 
continuance in business in face of tlie S(.;verity ol’conipetition, and 
on the ground that they cheapened production and thus gave 
back to the workers as consumers the beiudil; In wliich tliey ww'e 
entitled as output increased. The bitterness of the industrial con- 
flicts of the. first half of the nineteenth century is intelligible only 
to those who understand these conditions — and have peiiiap.s seen 
conditions not widely diflerent from tlicm operating in the indus- 
trialised sectors of backward countries even to-day. The violent 
liostility of the early industrial capitalists to 'If adc Unionism and 
to any form of wage-fixing Iw either the 'Ifade Unions or the 
State; to Factory Acts and Ti’adc Union attempts to limit the 
hours of labour, and indeed to any limitation on their arbitrary 
powers over those whom they employed — all these arose largely 
out of this atmosphere ofintensc and ruthless competitive struggle 
among the employers themselves. 

The Age of Campetilioii 

The age of industrial capitalism was, thi'n, one of almost 
wholly unregulated competition Ijclwecu ea.j)italist firms which 
were mostly .small by modern standards, find at any rate much 
too small to exert any monopolistic control over prices. 'Idris new 
, capitalism w'as extremely individualistic, and under it price.s were 
adjusted by a market .struggle not unlike that wl vicli figures in the 
orthodox textbooks of Political Economy. 'Fire effect undoubttxlly 
was to cheapen goods at a rcmarkalrlc rate by diminishing tlu,; 
real costs of production in terms of human lalrour. There were at 
that stage few industrial processes which needed to be carried on 
in very large units in order to achieve a high degree of ellicicaicy, 
or called for the application of ver-y large masses of capital under 
unified control. There was room for active competition Ijctween 
many firms in the same line of business without hindrance to the 
use of the most efficient methods; gjid in general these firms felt 
under ng, impulsion to combine either to raise prices or to limit 
the quantities jproduced. There were times when bankruptcies 
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were very numerous; for trade was liable to intense fluctuations 
from year to year, or even from month to month. But neither in 
good times nor in bad times did it suit the more efficient pro- 
ducers to make common cause with their worse-equipped com- 
petitors. In good times, it suited them to go all out to expand 
thdir operations; and in bad times they stood the best chance by 
cutting prices of keeping their factoi'ies fully employed. 

Monaover, the general outlook of the period on the prospects 
of trade and industry was highly optimistic. The capitalists of the 
countries which had advanced furthest in applying mechanical 
methods were able to capture the markets of more and more 
countries for their wares, driving out the more primitive native 
producers and exchanging their cheap manufactures on favour- 
able terms for the foodstuffs and raw materials of the less 
advanced areas, To men so placed there appeared to be no limit, 
and only temporary checks, to the expansion of the market, pro- 
vided only that they did not allow themselves to be outstripped in 
cheapness. The restrictions imposed by low wages on the home ; 
market for ordinary consumers’ goods did not worry them, i 
because their eyes were set more and more upon the ends of the ’ 
earth, where new markets were continually being opened to them 
and native methods of production were continually being driven 
out. Thus, the industrial capitalism of the nineteenth century was 
essentially expansionist. Its leader's thought in terms of a rapidly 
increasing market, and not of one in which expansion was liable 
to be checked by a shortage of consumers’ demand, What British 
exports the recipients could not afford to pay for with their own 
foodstufis or raw materials could be converted into capital exports 
and left to fl'uctify in future interest and dividends in the countries 
opened up to trade. 

The Origins of Orthodox Economics 

Orthodox Political Economy., in every country reached by the 
new method, s, reflected this optimistic outlook. If Political 
Economy nevertheless won for itself the name of “the dismal 
science,” that was largely because it had to invent a theory to 
explain the lowness of wages and the slowness m diffusing the 
benefits of higher productivity among the producers. These low 
wages were in fact the outcome of intense competition between 
the capitalists, uncKecked, or, almost so, by either legislative 
action or successful working-class comBination. But they had to 
be represented as tll% result of a law whi«h was allegsd *0 decree • 
that wages should tend always to subsistence level— a 1^ derived 
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in t^lie first place from Maltliusian notions about the rise in popu- 
lation certain to be provoked by any rise in the purchasing power 
of labouring households. This dismal doctrhie, vvliich iu_ its 
extreme form seemed to deny all ])ossil >ility of a rise in working- 
class stjundards of living, no matter by how^ much production 
might increase, coexisted in the minds of tlie leaders of the ntfw 
capitalism with an immensely o]itimistii^ outlook on their own 
prospects; while a recognition of the alleged tendency towards 
diminishing returns in agriculture :i.s more mouths hail to be liai 
contributed to make it seem all the more imiiortant to Itriiig 
down, by more efficient production, the prices of industrial goods 
and to open up by external trade tidditional sourct;s of agri- 
cultural supplies. 'I’lie abolition of the Corn I.aws in 11)4.6 was 
the industrial capitalists" answer to the dismal forcioasts of the 
effects of increasing population on home agricultural prices and 
therewith on the cost of living. ,| 

Financial Capitalism 

This second type of capitalism — industrial capitalism — j 

flourished exceedingly in Great Britain through the greater part ' ' 
of the nineteenth centiwy, and spread less completely to many 
other countries. Nowhere else, however, did it reach quite the 
heights attained to in Great Britain; for no other country came 
to depend quite .so much on exports and so little on domestic 
agriculture for obtaining tlie means of lil'e. Gradu.'iUy, this type' 
of capitalism began, for a variety of reasons, to jiass into anotlier. j 
In many industries the .scale oi' prochu'liou needed lor iVill 
efficiency increased very fast, redneing tlie numiter of t;omjo(. 4 :ing | 
firms find requiring now inetins of raising the large amounts of ■ 
capital that had to be brought together undrrr unified control. j. 
The limited liability company developed as a means of inoI:,)iIising | 
for industritil investment the surplus rtisourees of the trppcr and 
middle classes; aird company promoting became a Irighly 
developed and specialised hrnction. So did the prtwision of 
credit, especially in view of the very gi’eat expansion of ov(:;r.S(.;as 
trade. Bapkers and financiers, as well as ‘sleeping’ investors, came 
to bc_ an integral part of the new pconomic order. Capital wn.s 
f supplied through financial syndicates or investment houses of ; 
rich financiers; and commercial banks played a largtrr and larger 
part in the provision of working capital for mturuiacture as well 
as for trade. The men at the head of big companies ctunc to be 
j more financiers than wceking mawagetrs of the businesses they 
controlled... ' « |. 

At fifst'^the results of . these changes were, sfien rather in an 
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intensified pace of development than in any tendency tow&ds 
monopoly or restriction. Foreign trade and investment became 
more and more important; but in doing so they also partly 
chatiged their forms. Broadly speaking, the .first phase of the 
Industrial Revolution was mainly effective in increasing supplies 
of ’consumers’ goods — above all, textiles; and foreign trade grew 
i most rapidly in goods of this kind. But the second phase of the 
Revolution was largely concentrated on transport, which had to 
be greatly improved in order tp carry the larger volume of goods 
over the longer distances that were now requii’ed. The develop- , 
ment of transport involved a revolution in the methods of 
making capital goods, especially railway material. For a time the 
energies of the railway builders wefe mainly given to the equip- 
ment of their own countries with a network of railway lines, along 
which bigger locomotives drew longer trains at ever-increasing 
speeds. But presently this task was mainly done; and the advent 
of cheap and durable mild steel made by the Bessemer process 
reduced, from the i86o’s, the demand for renewals of rails and 
rolling stock. The railway contractors and the steelmakers sought 
for new worlds to conquer, and found their answer in the export 
of railway material and of other heavy industrial goods, such as 
dock plant, to the less developed countries. The capital for buying 
these goods had to be lent; for they could be paid for only when 
the backward areas had been opened up with the aid of the new 
transport equipment. Accordingly, overseas investment increased ’ 
to unprecedented levels, above all in the boom years, 187a 
and 1873. 

Capitalism and Economic Imperialism 
This process of overseas expansion in the sale of capital goods 
was itself highly competitive. Rival firms of railway contractors 
and civil engineers, I’ival investment agencies and chartered or 
unchartered companies for the economic exploitation of back- 
ward areas, pushed their claims one against another, with little 
attempt at combined action. Even when, after the great boom 
of the eax'ly ’seventies, a sti’ong reaction set in, marked by sharply 
falling prices and widespread unemployment, British capitalism 
retained on the whole its highly individualistic outlook. Rings 
.and combines began to appear here and there, especially in 
shipping; but in general the expansionist traditions held good, 
with only the difference that firms engaged in foreign investment 
and finance showed a growisg disposition to look to the State for 
_ backing when the^ found themselves •either ' thi’eatsned with 
' foreign default •on existing loans or in competition with the 
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caiSitalists or other countries for new openings for the develop- 
ment of backward areas, such as China. There was, in connection 
with this, a marked change in the fashionable attitude towards 
questions of empire. The economists and iHisiness men of the 
Manchester School, who dominated opinion in the middle of the 
nineteenth century, set no store at all by imperial possessions, 
arguing that they involved the imperial country in costs and 
responsibilities which could be escape^d without any .sacriliccs of 
economic opportunity. I'he secessjon of tin; American Colonies in 
the. eighteenth century, it was pointed out, had been without any 
adverse effects on the growth of Anglo-American trade relations; 
and it was argued that the complete independtauu; of tlie Colonies 
and of India would be fully compatibh; with, and would indeed 
make for, increased ti'ade with Gx’cat Britain under conditions of 
entirely unfettered economic intercourse. 'I’hese views held the 
field as long as British exports w'cre mainly consumers’ goods, sold 
by way of exchange for foodstufl’s and raw materials, and as long 
as Great Britain had no really important rivals in the principal 
export trades. Opinion began to shift as the export of capital 
goods, financed by overseas loans, came to play a more important 
part, and as other countries came to rival the British in the export 
of such goods. One reason for this was that, whereas the sale of 
consumers’ goods in exchange for raw produce sets up no long- 
term claims, the export of capital goods financed by loans gives 
the lenders a long-term interest in the c'conoinic affairs of the 
countries to which the goods are sent. Investor, s in railway and 
other development loans want to be snn; ofstabk; government 
and orthodox financial behaviour in tlu; delitor countries, in 
order to ensure the regular service of their loans; and these 
conditions arc most easily secured tvhere tlie investments are 
placed in colonial territories of the lending country, or in otlim’ 
economically backward areas over wliicli the Govta’nment of the 
lending country can exercise a elegise of control which is imprac- 
ticable in more advanced arcasrfClonsequently, the current of 
overseas investment began to set more towards empire countri(;s, 
and there was a marked tendency for each advanced Europ(;au 
country to annex further backward areas wherever it could. 'I'lie 
British, French and Dutch empires all expanded at a great rate 
froni the i88o’s, and countries which had entered later upon tlic. 
field of advanced industrial development— notably Gennany— 
did all they could to find unclaimed territor'e.s whicli they could 
annex without provoking<=v\'ar. Almpst the whole of the African 
continent, was patcelledrout among the European Powers, which, 
also greatlf extended their empires in Asia, and? were prevented’ 
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from partitioning China only by mutual rivalries and" by 
American opposition. The United States at this time was alone 
among the great industrial nations in not seeking imperial expan- 
sion, for the reason that there was too much* to do in filling up 
£U}d developing its own vast territory to leave room for ambitions 
elsewhere. 

Scieiuie* and Technology 

The changing structure of capitalism at this point of its growth 
led in the main, not to monopoly, but to the growth of much j 
larger units of production and, still more, of finance. The banks v 
in Great Britain began to amalgamate into much larger bodies, 
at first mainly by the absorption of local banks into the great 
existing concerns, and later by amalgamations of the resulting 
national chains. There was also a concentration of merchant 
banks round a few great concerns; and the raising of new capital 
came to be much less a matter of local appeals to the public for 
subscriptions, and much more the affair of national issuing- 
houses which undei'wrote the capital required and thus, at a 
price, made themselves responsible for the supply of what was 
called for even if the general body of investors held back. 

At this stage, a further difference appeared. The older indus- 
tries, though they based their processes of production on 
mechanical inventions, wei'e in the main carried on by rule of 
thumb and called for little scientific kpwledgc on the part of 
those responsible for their management. But from thenaid<ilg.t 
of the nineteenth century the developmenTiTf^thrrmiErcMurgican 
and eirgincering industries began to call for much more scientific 
exploitation; and this need was later reinforced by the great ' 
expansion of the chemical industries and by the application of 
electricity to industrial uses. In these I'apidly expanding bi'anches 
of production, which were subject to continual technical change,: 
the protection of new processes and discoveries by patent rights, 
came to be of the first importance for the assurance of profit, ' 
especially as the carrying of new methods to a commercial stage: 
often involved heavy prior expenditure on research and develop- , 
ment. Big concerns were at a great advantage both in. incurring 
such expenses and in protecting the I'esults against their rivals; 

' and it was in this group of industries that the tendency towards 
large-scale combination first markedly , set in. At the outset, the 
purpose of such combinations was no^ usually restrictive, in the 
sense of aiming deliberately %t the slowing down of production, or 
. of the rate of technical advance. It coulS hardly be a range * 
of industries wfiich found ready markets waiting for their new 
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proElucts and could usually expect higher profits from expanding 
sales than from any sort of monopolistic restriction. They were 
nevertheless driven in the direction of monopoly by the need to 
protect patent rights, as well as by the large .scale on which it 
was necessary to work in order to secure the most economical 
results. 

The Growth of Monopoly n 

---/The expauding businesse,s out of which grew LG. Furlien and 
the. General Elcetricity Company in Germany, Duponts in 
America, and Imperial Chemical Industries, Unilever, and the 
General Electric and Vickers-Armstrong concienis in Great 
Britain — to name only a few outstanding cxamjiles — were not 
restrictive in their original impulses, though they did set out from 
the first to reap high ptofits from technical and organisational 
superiority over their rivals. Such concerns came to use their vast 
monopoly power, derived from their huge scale of operations, for 
definitely restrictive purposes only when they came face to face 
with market limitations which shifted the balance of profit- 
making advantage from expansion to regulation. They then 
began to enter into agreements one with another to limit com- 
petition and to share out the available markets, and in most cases 
forced their less powerful rivals to fall in with their changed plans. 
Why did this change come about? Why did the* world market, 
which, apart from certain cyclical interru[)tion!J, hatl shown for 
a full century a capacity for rapid expausion, come to ajjpc'ar till 
too narrow to meet the recjuiix'mcuts ofd<*veloped eapitiili.st pro- 
duction? The answer is partly thal_the pace of pot.(n>jj.^i;ai:)it:alist 
exp ansion was ypuckening very gTiTitly^l'ipIliTieSniBC the ]ia££,of 
scjentific’dlscovcry and commimiciJtion of new knowledge;, was 
being speeded up and because, more countrie.s had .ent<‘r(‘c|j|}e 
ifiekl of advanced, capitah^^ entcrprisc.rMu^^^^^^ laid io expand 
/mucK Taster than before in order to meet the necd.s of capitali.st 
development; and on the whole markets did e.xpand very fast- 
right up to the outbreak of the first World War. Intensive restric- 
tionism and monopoly by agreement .set in on a general scale only 
1 after 1918, when the war-expanded industrie.s--nietals, engincer- 
ling_and chemicals — ^were confronted with the difficulties of 
finding employment for their enlarged capacity in a temporarily 
impoverished world— a world, moreover, in ,wliich political con- 
ditions were unsettled and little confidence was felt in the secinity 
of/oreign investment in mihy areas, fn these c^inditions, it seemed 
« safer to niajry business rflen, wherever they could .see the chance, * 
to endeavour to protect their profits by concerted restriction of 
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supplies th^ to compete with one another in seeking new open- 
ings for their wares. The reduced number of concerns in those 
industries which had come to require production and investment 
on a large scale for technical efficiency made combination much 
egsier than it could be where there were many small competitors 
in the field; and the big concerns not merely slowed down their 
own production at the fii'st sign of unfavourable market con- 
ditions but began to buy up rivals with a view to putting them 
out of business, on the plea> that “redundant capacity” was 
making it impossible to secure a fair return on their invested 
capital. 

Capitalism’s Internal Conjlicts 

The older industries, less affected by the speedier tempo of 
scientific discovery or by the technicar necessity of very large- 
scale manufacture, resorted much less to restrictive devices, not 
so much from want of will as because the larger numbers of 
independent firms made combination far more difficult. There 
appeared a sharp cleavage of attitude between leaders of the 
newer, more scientifically based, industries and the less scientific- 
ally (and also less financially) minded employers in the older 
industries, such as coal and cotton. In these latter, despite the 
efforts of a minority of further-sighted capitalists at modernisation 
of outlook and organisation, the ideas of individualism and 
unregulated enterprise remained strongly entrenched, and fought 
a slow, losing battle in face of increasing financial difficulties. 
(The most recent phase of capitalism has thus been marked by 
a sharpHoffifTict m ideas among the capitalists themselves, one 
section pressing strongly for monopoly and for forms of state 
intervention which will confer upon them compulsory powers of 
monopolistic control under the name of business ‘rationalisation,’ 
while another section has fulminated against the increase of state 
inter ference and has endeavoured to present itself as the cliampion 
of the ‘small man’ against monopoly and the concentration of 
financial power. This internecine battle has not been fought 
exclusiyely between the older and the newer industries: it appears 
also in some spheres as a contest between basic industries pro- 
ducing intermediate materials and finishing industries into whose 
costs such materials largely enter. For example, motor-car manu- 
facturers wax wroth at the high price of steel, civil engineering 
firms at the price of Portland cementj^and bakers at the price of 
[ flour. On such matters a? these modern capitalism finds.it 
impossible to present a united front; Ibr some grcn:ip«s stand to 
'' gain by monopoly and others by its absence, and some seek the 
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support of the State for establishing monopoly and others for 
combating it. 

/Moreover, even those who do seek state support for the. ‘regula- 
/tion’ of competition are in two minds. If they want some forihs of 
/ state intervention, which will enable them to (;stal)lish monopolies 
/ with public endorsement and to coerce the recalcitrants within 
' their ranks, they are even more oppo.si'd to other forms of state 
intervention, which threaten either l:o nationalise tlieif nion- 
; opolics or at least to subject their jn’iee and output policies to 
stringent public control. Capitalism, in thesi,: conditions, has 
1 great difficulty in presenting even the semhla.nce of a coherent 
) policy to the pnljlie; and its exponents a, re apt to cut a sorry 
figure when they allow themselves to be inveigled into rational 
argument. A g'ood many of them, indeed, I'all into a flat contra- 
diction between practicrfl policy and precept. While they do their 
best to get the State to sanction and, support their monopolistic 
i plans, under the name of industrial ‘.self-government,’ they profess 
\ to stand for ‘free enterprise’ and to lie the opponents of con- 
temporary tendencies towards economic planning and public 
control. 

Modern Economics 

In the meantime, battle rages among the acadctnic economists 
as well as among the politicians and business men. As we have 
seen, the orthodox economics of the text lioolcs has been based on 
a series of highly simplified assumptions wliicii relleet in the main 
the actual coiKlition.s of the highly com])etil:ive industrial capi- 
' talism of a century ago. 'riiis typo of economic teaching still Si.^t,? 
out from the conception of the capitalist entrepreneur, directing 
and owning his own business and hiring such laliour as he needs 
in a competitive labour market. It jn'esents the picture of such 
capitalists competing one with another l>y trying each to arrive; at 
the cheapest method of manufacture and to that end adapting the 
proportions of labour and capital equipment used in production. 
It represents them a.s selling in a highly competitive market, 
under such conditions that no .single firm by altering it.s output 
can affect the market prices at which its goods can be sold. It 
relegates to separate consideration the monetary factors affecting 
production, and regar’ds the raising of capital a.s merely a special' 
case of the higgling of the market, calling fo/ little or no special 
study. No doubt, in many circles, this type of economic analy,sis 
is .already regarded as ob^lete. Thcfre are cc^momists who have 
» practically.,abandoned if in favour of more realistic studies: based ■ 
on present-clay capitalist conditions— -for exarhple, by taking 
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‘imperfect competition’ or ‘monopolistic competition’ rather ehan 
‘pure competition’ or ‘perfect competition’ as a starting point, as 
■well as by bringing the problems of capital supply and credit 
under more realistic analysis. The ‘new economics’ associated 
with the name of Lord Keynes has made very great progress 
d'iiring the past ten years; but at the more elementary stages the 
subject is still studied largely in the old way. Moreover, even in 
the raiilms of higher study there has been a definite throw-back; 

. and we have been offered the spectacle on the one hand of happy 
mathematical economists pursuing the most rarefied studies of an 
entirely imaginary economic world based on the most perfect 
equilibria of competitive prices, and on the other of a recrudescent 
laissez-fap'e school which endeavours to trace all the mishaps of 
the past thirty years to misguided state intervention abetting the 
monopolistic tendencies inherent in modern large-scale technical 
and financial organisation. 


The New ‘Laissez-faire' 

The former of these schools we may leave to spin its fancies 
undisturbed; the latter calls for reasoned criticism. Its basic 
assumption is that, if Government would but cease from inter- 
fering with the ‘natural’ operation of economic forces, all would 
be for the best in the best of all possible economic worlds. Com- 
petition would ensure the sale of goods at prices corresponding to 
the lowest practicable costs of production; competition between 
labourers would result in wage-levels at which every available 
worker would be able to find employment; consumers would 
enjoy the utmost possible freedom of choice in the spending of 
their incomes; and investors would receive returns corresponding 
to the. real services rendered by their capitals, and managers 
returns corresponding to their several abilities. In effect, everyone 
would be rewarded according to his economic deserts, on the 
assumption that the owner of capital is as much entitled to a 
i-eward as the contributor of labour-;power; and the restrictive 
influence of monopoly would be altogether broken. 

Why these results should be expected to ensue upon the 
abolition of all forms of state intervention — except the police pro- 
tection of property rights — docs not plainly appear. Restrictive 
practices, under the conditions of modern capitalistic production, 
can no doubt be fostered by state intervention; but they can and 
do exist on a large stale quite apart from any action by the State. 
They arise out of the technical coflditions which, in certain 
branches of industfy, make it impractioeble to carry qji produc-, 
tion economicaHy except on a very large scale, and thu^ effectively 
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limk it to a small number of firms, which can easily come together 
even without any state sanction, and can nuiki; agreements regu- 
lating output or prices without any positive liacking from the 
Govei'nment, There are fields of economic enterprise, such as steel- 
making and shipbuilding, in which none lint big (inns can in 
practice' engage; and in such fields it docs not need state inter- 
vention to bring about conditions of rnonojioly control. Nor is (:he 
power to form monopolies without positive State aid limited to 
these types of business. It also a]ipears in the processes of 
distribution even where the number ol’ separate linns is vony 
large. 

No doubt, those who oppo.se state intervention (:o control 
industry usually at the same time advocatt; state action to prevent 
monopoly. The State’s function, in their view, is that of ‘keeping 
the ring’; and this includes the repression of practices which are 
regarded as ‘unfair’ penalisations of the pnhlle, because they 
involve making the public pay moi'c for its su].)plics than would 
have to be paid under conditions of ‘free competition.’ But what 
are these conditions, which are set up as a standard by which the 
conduct of the monopolists is to be judged? The assumption is 
that, where there are many rival firms producing the same classes 
of goods in competition one with another, the eflect will be to 
bring prices down to the lowest level corajjatildo with the survival 
of the industry. It is argued that no one firm will lie in a position, 
by varying its own output, to affect the iirices at Aidiich its ware.s 
can be sold, because no one firm will be producing a large enough 
proportion of the total output for any addition or subtraction it 
may make signilicantly to aficct mark{;l; conditions. 

What, then, ivill happen if thc,se numerou.s competing firms 
differ in eflicicucy? Given freedom of entry for new firms and 
freedom for existing firms to expand, the most efficient, which 
are able to sell at the lowest prices, will dctirly capture more 
and more of the market, driving the less efficient firms out of 
business until only those of high efficiency are hdt. Thcise highly 
efficient firms will then share the market, as a result not of any 
combination among them, but .simply of their competitive 
equality. This is the idyllic picture of what happens under fully 
competitive conditions, as it is painted for us by the economists 
of the school. . 

But what is to happen if the total market for a particular com- 
modity is not large enough to sustain a rmmlfcr of firms applying 
the most efficient techniqijes? Eitheiv efficiency will remain low, 
^because np firm is in a*positiou to commaitd a large enough , 
market to make it worth while, to install fully efficient plant; or ' 
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o one firm, or perhaps a few, will do this, and the remaining firms 
will then be driven out of business. There will then arise a con- 
ditioir of monopoly — or perhaps of what is called ‘oligopoly,’ with 
only a few firms left in being — ^and the way .will Be open to the 
exaction of monopoly profits. For, even if several firms are left, it 
is no longer true that none of them by changing its volume of 
output can aflect the prices of what it sells; and conditions of 
‘oligopoly’ notoriously lead in practice to combination, or at least 
to consultation, designed to regulate 2n’ices or output in the 
interests of maximum profit. 

In elfect, the state of affairs postulated by the laissez-faire school 
can exist only in industries in which it is possible for a consider- 
able number of equally, and highly, efficient firms to exist side 
by side. But this is possible only in a steadily diminishing number 
of industries, and even in these industries nothing of the sort 
actually occurs. Even in highly competitive industries, there is 
no tendency towards uniformity of costs among the rival firms. 
Everywhere, some firms have much higher costs than others, and 
those with low costs reap profits above the average, and those 
with high costs jarofits below the average. Some very high-cost 
irroducers are doubtless driven out from time to time, when their 
costs are too high to allow them to make any profits at all. But 
the firms that survive are very far from being ec|ually efficient, as 
they would have to be in order to drive selling prices down to 
the level corresponding to the highest degree of efficiency. The 
consumers do not get their goods at the lowest prices possible 
on the basis of highly efficient production; they get them at 
prices which suffice to keep most of the less efficient firms in the 
mai’kct. 

One reason for this large divergence between the ideal, as 
postulated by the laissez-faire school, and the actual is that it 
would be quite impossible to have in every industry numerous 
firms of the highest efficiency. There are not nearly enough 
efficient managers to make this possible; and even if standards 
of management were to rise shaqrly there would still be big , 
differences Ijetween the best and the worst. Nor is it in practice 
jDOSsiblc for all iplants to be equally efficient; for this would 
involve scrapping the entire plant of an industry every time a 
• new invention altered the technical conditions of jiroduction. 
Even great unified trusts operating a number of plants do not 
achieve any common standard of efficiency at their various 
works; and much less can this be expected of a number of rival 
. businesses .spread fiver a wide area and founded at many different, 
dates. * * 
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MoAipoUstic Competition 

Moreover, industries do not in practice produce perfectly uni- 
form products. There ai'c many kinds of motor cars, or woollen 
goods, or rayon, or-boots, or anything else you c.hnosc to name — 
from wheat to precious stonc.s — and some linns produce some 
sorts, and some others. Some specialise on a few lines; some range 
over many. Some goods are by-products of others: some are joint 
products, sucli as mutton and w<K)i, or gas and coke. In imet, no 
firm is exactly like another; and in most industries there is no 
such thing as perfect competition, or pcrlcct similarity of output, 
between two firms engaged in the same Irrauch of production. 
Some economists dcscrilic this situation as one of ‘monopolistic 
competition’ — meaning that each firm is in a scust; a mouopoli.st 
selling a distinct product of its own, not fully competitive with 
the products of other lirnls, but all the same torapetitive, because 
they are all alike trying to attract to themselves a part of the 
public’s limited total purchasing power. 

This type of ‘monopolistic competition’ has a special con- 
sequence. It leads each firm, wherever it can, to make its goods 
seem distinctive, either by introducing real variations or by adver- 
tising in order to get its name known, or a particular brand 
popularised. Advertising, however, costs money, which must lie 
recouped out of selling prices; and so, in most cases, does dis- 
tinctiveness, which may involve the production of so many 
varieties as to forfeit many 'of the economies ol‘ large-scale manu- 
facture. Here again is a reason why, in, the absence of combina- 
tion, goods do not sell to consumers at the lowest prices nvade 
possible by the progress of the technique of manuliicturc. 

The Case against ^Laissez-faire’ 

In short, the world of pure or perfect competition which the 
laissez-faire economists describe is an utterly unreal woidd, bearing 
but little resemblance to what actually occurs even in those 
industries in which there is the minimum of either industrial 
combination or state regulation. There is no prc.suraption that, 
under the technical conditions of to-day, unregulated competition 
will result in cheapness and plenty of .supplies. On the contrai-y, 
it may make impossible the cheapness which can come only 
from standardised mass-production, the elimination unnecessary 
varieties, and the careful co-ordination of interdependemt indirs- 
tries and processes. ^ 

Nor are these the only reasons w,l>iy an unregulated economy 
,faits to aqhicwe the promised plenty. Uiidei-^the conditions of 
capitalism, there are other limiting factors which prevent the use 
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of all the available resources of man-power and equipment in 
order to turn out the largest possible volume of goods and 
services. Even apart from monopolistic restriction, it may well 
pay. firms better to produce limited quantities for an assured 
market than to incur the risks of expanding output in the hope 
of’ capturing further sales. Firms do not normally produce as 
much as they would produce, if output were their sole object, 
but ojfiy as much as they think they can sell at a satisfactory 
price, even if the additional cost of producing more would be 
relatively small, they may be deterred because they cannot sell 
the extra units at a low price without reactions on the prices they 
charge to their existing customers. Thus they may stop short, 
even when a larger output would reduce their average costs of 
production, because the attempt to sell more would bring down 
the total price they can get for all they produce. 

There is no need at this point to go again into the conditions 
which lead to this result. They have been discussed already, in 
previous chapters, in connection with the general problem of 
employment; and I shall recur to them in later chapters. Flere, 

I am only pointing out the falsity of the view that the absence of s 
either state intervention or organised monopoly will ensure the j 
consvuwcvs getting their supplies at the lowest prices that are '■ 
technically practicable. i 

Will Socialisation lead to Inefficiency? 

If this is admitted, what is left of the case in favour of unre- 
stricted capitalism advanced by economists of the laissez-faire., 
school? Only the coirtention that state intervention, and still moi’e > 
public operation, of industry necessarily lead to inefficiency and 
crush out the enterprise and initiative on which economic pro- 
gress depends. The difficulty about passing judgment on this ' 
opinion is that there is not enough evidence — unless we are 
isrepared to accept as oveiwhelming the evidence of the history 
of the Soviet Union during the past thirty years. No one can 
possibly argue to-day — though many did argue right up to 1941 — 
that public ownership and operation of industry in the Soviet 
Union have either led to inefficiency or been marked by an 
absence of enterprise and initiative. , It can be held that grave 
mistakes have been made, but even if that is so, they were mis- 
takes not of want of enterprise but rather of over-confidence or 
excessive zeal. No doubt, much of the industry, and most of the 
agriculture, of the Soviet Union i% still inefficient by West 
European or by |lie better American^ standards; but this in- 
' efficiency is a, consequence, not of state operaH®fi, but of* 


imiTjaturity. It is undeniable that Russian industry, under 
socialist control, has made enormous strides in ellicicncy during 
its pei'iods of planned operation; and there is every indication that 
its startling rate of progress is likely to coutinne as soon as there 
has been time to 'repair the very serious havoc 'wrought liy 
the war*. _ ' * 

In view of what has happened in tlie .So\'iet Union, it is no 
longer possible, for reasonable men to take sta’iously tiie pierely 
dogmatic assertion that ]jnl:)lic enterjirise is of it,s ve.iy nature 
uirenterpri.sing and inellicient. Nor does such evidence as tlierc; is 
from countries other than tlic Soviet Union in any way bear out 
this contention. In many Euroi3(.;an counti-ies, the railwa.ys hna'c 
long been publicly owned; :ind thiur dlicimu-.y lias not coiiipared 
at all badly witli that of industries in the same countries con- 
ducted under private ownership. It\ Great llritaiii the. genw'ation 
and distribution of electricity has long lieen divided h(;twct;n 
public and private concerns; and it is an admitted kict that 
the public concerns have, on the average, given consumers the 
cheaper supplies. Evciybody grumble, s at the .Post OIRcc; Init 
that is no evidence that people would grumble less if it were a 
private concern. It tised to be a favourite argument that muni- 
cipal housing was less efficient than housing provided by private 
enterprise; l3ut the housing record of tlie, period between tlie 
wars certainly does not show this. Nor havo' 1 heard anyone 
accuse the London Passenger I’ransport liojird of iitellieiency. 
On the contrary, both it and the Gcaitral Ek:c,tridty Board, two 
representatives of .British public cnterpri.se in its modern Ibnn, 
are admitted to be among the most cllicieut lavge-sctile services 
in Grc;at Britain. 

I am not running to the opjjosite e.'Ctremi!, and assc;rtiug that 
public concerns arc always more efficient than private concerns 
; run for profit. I do not think they an;. All I am saying is tliat 
I there is no evidence at all in favour of the vi<.'.w that they tend in 
' general to be less efficient. It used to be said that this must be .so, 
because workmen — or managers—^iu secure jobs would never 
exert themselves as much as men in constant i'ear of the sack. 
We used to be told about “the corporation stroke" as slower than 
the “stroke” of men in private employment. I do not deny that 
men can be driven to work by fear of losing their jobs, or tiuit 
this fear has usually been less in public than in private employ- 
ment. But there are other ftictors besides feeir that conduce to 
efficiency or to inefficiency; and I believe thctHe have usually 
weighed , at least as hcavijy on the otlier side, tJtcept with labour 
"of the lovf^sf grade. In general, the real case « against public 
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servants is not that they tend to be less efficient than the servants 
of private enterprise, but that they are sometimes less polite. The 
Post Office is not at all inefficient; but it is sometimes apt, in its 
dealings with a doubtless tiresome public, to be a little brusciue. 
A ^similar complaint is sometimes made against Go-operative 
erliployees, in comparison with assistants in private trade. It is, 
I think, often true, but not very important in comparison with 
efficiency, though well worth the taking of some trouble to correct. 


The Case for Public Enterprise 

In reality, however, this kind of argument about the efficiency 
of this or that concern, on the plane on which it is usually con- 
ducted, quite misses the major point. The thing that matters 
fundamentally is whether, under the conditions of the twentieth 
century, the people as a whole will be better served by a system 
of private enterprise or by one in which the control of majoi 
matters of economic policy is in the hands of the Government 
and of public economic agencies worldng under its authority. 
pTogrgaL. advantage of the latter system is that it can plan 
eiTecfively for the full use of the available resources of production, 
so that no man-power and no land or capital goods that can con- 
tribute to the national welfare are allowed to waste unused. 
Public conti-ol of the key positions of the economic system can 
make an end of all unemployment beyond the frictional residuum, 
and can ensure that the character, as well as the volume, of 
productioit shall correspond to the needs of the people. 

It does not follow, even if the State takes over the key positions 
which will enable it to achieve this end, that it need take over ail 
industries, or even all that are conducted on a relatively large 
scale. I’lie question, how much need the State take over in order 
to.getoffecliye controljafthsr^ume anduriiara£feFp|J?OTiuc'1^^ 
is not one to "BcTahswered offEanEtTCII^rly, I think, i t must tak e 
owr certfidn basic industrie s and ser vices — ^tran^ort, coed, 'foel 
aixci pow er, stceh’cie ht fal banking, an H'p^liapSja fov Trhore — arid 
irmust tie in a po sifibif id regulate. external tracle"a5E.t aia^gua ,Vd 
tlWllalance^j)!’ pir)mTeiQ.ts. Beyond that, the answer depends oiT the 
situationTh eacir'partriciilar country. Some industries will be 
singled out for taking over 'because they have fallen under the 
control of powerful private monopolies, national or international,! 
which it is indispensable to destroy: others, perhaps, because they^; 
arc being run with Intolei'able inefficiency under piivate enter- j 
prise. The right course, will (differ .a g?)od deal from country to \ 
.country. In the Sovfct Union, there was mo practicable alternative j, 
to going iiKuiy the whole way, in face of the sheer fcollapse of ! 
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private industry and of the catastrophic thoroughness of the 
political and social revolution. But these conditions were peculiar 
to Russia; tliey may, or m£iy not, exi.st cls'cwliere when the 
moment for a change of masters arrives. 

It has, however, to he observed that the very thoroughness of 
the change in the Soviet Union carried with it one great positive 
advantage. Every citizen became conscious of working uiidcu' a 
radically new social order, to which the. old cat(;gories mui con- 
ditions simply did not aj)ply. It was plain (;o all that tlu; building 
of the new order was an onerous task nesting upon the entire 
people, and demanding their positive, and responsible co- 
operation. There is, I think, no donl.it that: tlii.s situation released 
among the people a great force of cnthiisl;i.sm and pcr.sonal 
initiative, or that without it the gigantie achievements of the 
Soviet Union over the past thirty y(.'ars would have been 
altogether impossible. 

Problem of Gradualism 

As against this, where Socialism comes in by instalments, the 
new institutions being fitted in with the old, and most things 
going on in appearance unchanged, it is very much harder to 
release this new force, or to put behind the institutions which arc 
the forerunners of the new order the human impetu.s whicll is 
wanted. Tlic socialised industries and sca'viocs of tlu; Soviet Union 
owed much of their rapid advance to the fact of their forming 
parts of an essentially new order under whicli everyone was 
conscious of living; whereas, if only a few industries uix! socialised 
and there is no feeling abroad that the entire societj) is in process of being 
re-made, workers and managers in liuth socialised and non- 
socialised industries may be conscious of no more than a change 
in the mechanisms of administration and control, and not of a 
new purpose pervading the whole. This is tlie danger besetting 
. gradualist Socialism — that it may luil to evoke the required 
; enthusiasm, to release the new spirit of initiative and enterprise 
in the public service, and to provide eflective substitutes, on a 
higher plaire, for the incentives on which niliancc'. has been placed 
under the profit-seeking system. 

V To the extent to which it is true that workers and managers 
work, if no worse, also no better for publicly operated industries 
and services in a system still mainly capitalistic, the reastni, 
I believe, is to be sougK in this feilure to release the essential 
incentives of the socialirt order. The mere I’aCt of working for the 
State is fiot pnough: the State must also be^woiiing for the 
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people. When the attempt is made to pass over from Capitalism 
to Socialism by gradual stages, it is for this reason necessary that 
the initial steps shall be big enough, and comprehensive enough, 
to give the whole people a sense of change — I mean, of structural 
chg,nge affecting the whole conception of values on which the 
society rests. Nothing short of this will avail to call the new forces 
of personal initiative under public enterprise into play, or to 
providi! the basis for the higher efficiency of production that 
must be secured in order to meet the raised expectations of the 
people. 


Capitalism in Decay 

As for Capitalism, it has no new shots in its locker, when it has 
once invoked the seven devils of Fascism in vain. W hen_ oace a 
jDCople has begun,, to think and_|eel in fejms- of sdcTaTequSity, 
miclTKSSIlSgun _^uhdmthhd~i^'cdnHrfiv^ ppyffir,Jlf^da5s_'6f 
Ct^t alism are nuinl3efedT'*Even wlleYe'~ir'can achieve techiuciil 
efficiency, iFcahhOt'give’any assurance that this efficiency will be 
applied to securing that the people’s needs are met, and not to 
the strengthening of restrictive monopoly or the intensified 
exploitation of labour. It cannot, within the bounds of its profit- 
seeking methods of determining the volume of production and , 
employment, make full use of the available resources or avoid 
plunging the people into alternating experiences of speculative 
excess and under-productive depression. Nor can it avoid, in its 
periods of prosperity, giving too much to the rich and too little 
to the poor, so as to be unable to find adequate outlets for con- 
sumption; or, in its periods of adversity, giving too little to both 
rich and poor, and allowing investment to fall short even of the 
renewals needed for maiirtaining its capital intact. 

This is a picture very different from the idyllic vision of the 
laissez-faire economists, who attempt to explain the difference by 
describing the reality as a “deviation” from a non-existent 
“norm.” If only competition were unlimited, they cry, none of 
these evils would arise. If there were no Trade Unions or 
Minimum Wage Acts, wages would always sink to a level at 
which everyone would be employed. If there were no combina- 
tions, or laws permitting and bolstering combinatioirs, all firms 
would always be outvying one another in reducing prices, in 
order to increase thejr trade. If there were no plans, everything 
would work out as if it had been planned to perfection, by an 
almighty brain. But is there hi truth any wage-level at which all 
workers would be al?le continuously to find jobsunder "Capitalism? 
Would the .cmtlawing of combinations really lead to production 
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everywhere at the lowest possible costs? Would not the wage-cuts 
that would be made so reduce consuming power as to make 
unemployment worse, instead of better? Woxild not the com- 
petitive struggle mean in practice tliat in most industries tlic 
advantages of mass-production could not 1 le achieved at all? , ^ 

The lamez-Juiro economists usually add one lurthcr condition— 
that money must be kept “neutral” in economic aitairs. Banki.u's 
must not be allowed, in boom periods, to create! addition;?! funds 
by way of loans, and thus to force prices u]), or, in slumps, to 
annihilate the money they have made,^ mul render depressiem 
worse by forcing prices down. Tlie earliei’ ;idvocates oi let-alone 
used to believe that this stability of the moiiet;iry supply would 
happen of itself if only gold money wine used, except as small 
change, or even if the currency were composed largely of paper 
exchangeable at will for gold. Their successors of to-day are not 
so sure, or perhaps realise the impossilhlitiy of getting a firm, self-, 
regulating currency. At all events, most of them advocate control, 
but a control designed not to ‘manage’ the supply of money to 
suit the needs of the people, but to fix the supply beyond reach 
of manipulation by either bankers or Governments. They want 
a state of affairs in which, as production rises and the supply of 
money stands still, prices will be continually forced down in 
correspondence with the fall in real costs, But in fact costs fall, 
not evenly over all industries, but :it very different rates, and in 
some industries not at all; wlicreas the downward pressure on 
prices arising from a fixed monetary supifiy would make itself 
felt everywhere, in the industries whose costs had not tlillen as 
well as in the othci's. These industries, laced with falling profits, 
would cut down output and eiuployraout: a general tendency 
towards depression would be set in motion. Stability might 
ensue; but it would be the stability of depression, and not of 
economic progress. 

The Monetary Factors 

These monetary considerations arc important in the study of 
modern capitalism because, in the more adviuiced stages of 
capitalist development, the financier succeeds the industrialist, 
just as earlier the industrialist succeeded the merchant, as the 
controlling figure of the whole system. It is no easier at this 
developed stage to draw an absolutcily clear-cut distinction 
between financiers and industrialists than it was previously to 
dj’aw such a distinction 'between feidustrialists and merchants, 
Some big industrial coiScerns command largt: enough capital to 
be completely self-financing, or nearly so, and* to make no call 
‘156. V 


upon either financial houses for the raising of capital or ccan- 
mercial banks for credit in their working operations. But most 
businesses do depend on the financial market for capital-raising 
and •on the commercial banks for short-term credit — and some- 
times for capital also. The great industrialists turn into financiers 
a.s*well, and play a double role. It was a portent of this change 
when the Bank of Engiandj whose Court of Directors had pre- 
viously.been drawn exclusively from ‘the City,’ began to appoint 
to it great industrialists who had entered the ranks of the high 
financial Uite. It is in this rarefied region that the great questions 
of monetary and. financial policy have been decided — ^l>y this 
financial dlite, and according to its ideas. The general run of 
industrialists and merchants have merely had to fall in with 
whatever is settled for them: the dlite has decided when the scale 
of business operations is to be expanded? and when it is to con- 
tract. Of course, the financiers have not settled such questions 
omnipotently, with power to make prosperity or depression at 
will. They have been interpreters of the signs of the times, as 
they have seen them, not free agents able to mould events without 
limit. But, for the making of depression, if not always of pros- 
perity, their word has prevailed. They have always been able to 
bring about a crisis by reducing the supply of money, though 
they have not always been able to engender a recovery by increas- 
ing it — for it has been beyond their power to force people to use 
the money they have set out to create. 

This financial power, closely linked as it is to-day to the 
monopoly power of the great industrklists, is the heart of modern 
Capitalism. Socialists, if they wish to supersede capitalist power 
over the economic working of society, must strilce straight at this 
heart. Much nonsense has been talked about it making no differ- 
ence whether the Bank -'of England was nationalised or not, on 
the ground that the Bank, though in form a private concern, 
already obeyed the orders of the Government. So it did after 
1931; but did it, in the crisis of 1931? The truth is that it could 
make very little difierence whether the Bank of .England was 
privately or publicly owned, as long as it was working in conjunc- 
tion with a capitalist Government, determined to uphold the 
claims of Gapitali.sm. But a Socialist Government, set on carrying 
through a coustructivc Socialist plan and on keeping employment 
full, needs to be in a po.sition to use the Bank of England as an 
assured imstrument eff its projects. Such a Government could by ’ 
no means have afibrded to l|)ave the Bank in the hands of men 
hostile to these proj<i!cts, even if the BankJiad professed g, gcner&l 
readiness to accept the Government as guide. • 
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finance the Key Power under Modern Capitalism 
The financial power is the key power, for several reasons. In 
the first place, the central bank decides how much money thei'c 
is to be. Secondly, the commercial banks are tlic arbit(h'.s of 
credit,, deciding who is to get the advances a.skcd for, aiul ^yho 
not. I'liirdly, the conditions under whicli iu;w capital can 
raised depend on the banks and the Gi(:y houses, which can make 
or mar new i.ssues and manipulate intcr(^_s(: ratc.s. Fourthly, the 
banking system is tlie regulator of the fori-ign excliangcs. Fifthly, 
it is the barometer of economic coufid(uice or mistrust. 

Long ago, Karl Marx signalised (;he ca,pi(:aliHt epoch as tlie 
epoch of monetary predominance when he sa.id that the capitalist 

sy.stem reversed the natural formula of exclningc. “CMC.” - 

Commodity into Money, Money into Commodity— is the natural 
process, the exchange fif goods for goods witli money serving as 
intermediary. The capitalist formula is “MCM!'” — Money into 
Commodity, Commodity into More Money. The capitalist begins 
with money, hires labour and other factors of production to make a 
commodity, and sells the commodity for more money than he began 
with. Money seems to be both the starting point and the purpose 
of production — money, not the real consumalrle goods. Such a 
system naturally elevates the financial power to the first place. 

But not in a Planned Socialist System 
A structure thus controlled largely by monetary mechanis\ns 
obviously lends itself readily to planning, c;vcn though its 
mechanisms have in the past been used u'ithout anytliing in tlie 
nature of a plan. Hence arises the frecpicnt delusion that a change 
in the control of the monetary and financial agencies will .sufilcc 
to secure the use of the structure for widely dilibrent purposes, 
with little or no change in the industrial organisation itself. It is 
quite true that control of the monetary and financial forces is 
indispensable for the success of any jilan designed to make 
welfare the motive for productipnj but it is by no means the 
case that this control alone will avail to orient the entire economy 
towards plenty and equitable distribution instead of scarcity and 
inequality. The new orientation demands purposive jilanning of 
what is to be produced and of the principles of distribution: not 
merely of the total supply of money, or of the total sums to be 
devoted to investment and therefore also to con, sumption. It calls 
for, rapid expansion of some industries and arderly contraction of 
others: for special measures to cheapen some goods, vital to tlw^ 
success pf the plan ort.to the standard ofrliving; and for the 
relating art each stage of priorities in the orden of production to 
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the available supplies and to the geographical' distribution 'of 
man-power and other resources. The financial mechanisms can 
be of great importance in the operation of these wider, industrial 
controls; but financial control cannot remove the need for direct 
planning, in terms of the available resources of human skills and 
capacities, of land, and of accumulated industrial capital. Social 
planning — planning for welfare — ^must be essentially a planning 
'in term^i of real resources and not of money, and above all a 
j planning in terms of the knowledge, the skill, and the capacity 
for service of the men and women upon whose response the 
success of any plan will finally depend. 
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PLANNING AND TliE NEW PATTERN OF 
E G O N O M I G T 11 0 U G 11 T 

People ark apt to talk ;is if ccononiic syHtcuvis must; 
be wholly pl.Tnncd oi- wholly planless, whereas in iiiel: no syslian 
is either of' tliese things. 'I'he. Soviet Union ean be taken as tin- 
most completely planned economy in the ivorld; but (,;veu tlu.-re 
a considerable amount of production is carritai on witliout any 
definite planning. On the land, even if we rrg'ard tlie work on 
the collective larrns as fully planned— wiiicii it is not— -tin* 
members of these farming groups are left free to carry on a sub- 
stantial amount of production on their own .snb.sidiary holding, s 
and to sell tlic produce iii the open market. In industi'y, side liy 
side with the state-owned factories in winch large-scale produc- 
tion is carried on, there are many tliousands of artds or associa- 
tions of artisan producers, whose work is fur tlie most part C|uite 
unplanned liy any central regulating imthority. Tliese jiarts of 
the ccononiK; .system ean be left uuiilanued williout any risk ol' 
destroying the advantages of planning. The jilauning authoriticf; 
can take note of what is produced in the iiupluuned parts, of the 
economy, and can fairly well anticipate what is likely to lie 
produced in it for as far ahead as they need to look. The national 
plan could gain nothing from an attenpit to plan everything; 
and the complexities involved in trying to plan tlie outjntt oi' 
a host of small-scale producers would lie a source of constant 
trouble and irritation. Thus, the most completely iilamwd 
economy we know of has it.s unplanned .side. 

Planned and Unplanned Economics 
At the other extreme, we may take the United States as our 
example of tlie lea.st planned typo of cajiitali.si; eiionom)'. liven 
here, some things are planned, and were so even licfore. tlie New 
Deal. The United States tariff, with its licavy duties designed to 
exclude many classes of foreign maniifactun's, -was a .sort of 
planning in the intei*ests of American ii:iam«iicturer.s, Tlie United 
States had its public utilicy services^ run under public regulation; 
and its laationalised central banking system, ''.prganised under the. 
Federal Reserve Board, was far more planned’ than our.s. Since 
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the New Deal, there has been mucli more planning in AmeiiCa, 
even before the economy was turned over to meet the needs of 
war. There were special plans to regulate agricultural 23rocluction 
and marketing, to stimulate housing, to preserve and improve 
forests, and to develop electric power and promote ecopomic 
improvement in backward areas. The Tennessee Valley Authority 
is an outstanding example, drawn from American experience, of 
-the beneficial effects of economic planning in a i^articular field. 
There were, and are, jDlanned sections in the mainly unjslanned 
economic system of the United States. 

Yet, despite these exceptions, the contrast between the systems 
of the United States and of the Soviet Union does hold good. In 
the Soviet Union, it is somebody’s business to draw up a general 
plan covering the economy as a whole and providing, in broad 
outline, for the distribution of the available man-power and 
materials, and of the factories and machines, between alternative 
’ forms of production and service. In the United States it is 
nobody’s business to do this, or even to ensure, except in time of 
war, that there shall be enough production to use up all the 
persons who ai'e looking for jobs, or to prevent usable capital 
instruments or supplies of materials from being wasted. The 
Soviet Union can afford to leave the detailed use of some of its 
resources unplanned; but it does this in the knowledge that the 
working of the parts of its economy that have been planned will 
ensure that there shall be no failure of demand for products from 
the unplanned sectors. The United States, on the other hand, up 
to the time of the New Deal, planned with a view only to par- 
' ticular and not to general results; and even the New Deal 
planning, though it was meant to increase the total volume of; 
employment, was made iqo of expedients designed to meet what 
: was regarded as a temijorary emergency and did not include any \ 
; attempt to plan the output of the main industries or to tell the 
. general run of j^rivate employers what they were exjpected to- 
produce. 

Thus, the real contrast between planned and unplanned 
economies api^ears to have two, aspects. In the mainly planned • 
ccoiromy, there is an attem.pt to regulate total production, in 
order to ensure full emjsloyment and the fullest possible use of the 
available resources; and there is also an attempt to decide in*;, 
advance what proportions of man-230wer and other resources are 
. ■ to be devoted to the main alternative uses— how much to. i^ro- 
ducing capital goods and ho\^ much to* consumers’ goods, and 
: how much to each i^ain sort of each. It ds of the essence of a', 
^1-m'ainly planned economy not to leave either the total 'amount 
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of 'production or its nature to be settled by the separate decisions 
of a large number of independent producers, Init to attempt to 
settle both, on broad lines at least, through inihlic bodies rt'spou- 
sible to the Government, and acting uiuler its authority. As 
against this, in a mainly planless economy, there; i.s mirmally no 
attempt to settle either the total volume of iM'oduetion or -its 
distribution among varioirs kinds of gcnjils anci services, thougli 
there may be ‘planning’ to increase or decrease the vtdurne of 
]3roduetion of certain particular kinds, e.g. more food, more 
houses, less whisky, or ev<;u, und<!r our topsy-turvy economic 
aiTangernents, fewer ships, le.ss steel or coal, li-wer hogs, or less 
coffee or rubber. 

Planning in Emergencies Only 

I said ‘normally,’ because there is an intiainediate kind of 
economy, normally unplanned, but designed for resort to a kind 
of planning when things go badly wrong. The New Deal in the 
United States was of this type. It was assumed that under normal 
conditions both the total volume of production and the quantities 
of different goods and services produced could be left to be settled 
by private enterprise, but that, when the failure of private enter- 
prise to achieve satisfectory results became, or threatened to 
become, particularly flagrant, tlie Government should step in, not 
to take over the general control of production rmder a compre- 
hensive economic plan, but to supplement private enterprise by 
providing additional openings for ein|jloyiiu,'nt, if jjos.silde up to 
the number required to bring all the uvailabk; resources into use. 
It was hope.d tluit, where the Govenmient stood rc;ady to do tliis, 
its actual intcrvcaitiou in the labour market could l:ie kept fairly 
small, because the .stimulus given by its action would encourfige 
private employers to engage more lal)our anil to expmtd output, so 
that the State’s part would be merely thtit of “pump-primuig”— - 
to use the current American ishrase. Unplanned, private provi.sion 
of employment and decision what to produce continued to be 
regarclecl as in the natural and normal course of things; public 
planning and provision were thought of merely as partial ex- 
pedients for meeting an abnormal .situation and as needing to be 
kept down to the lowest possible point. Even so, there was 
prodigious hatred on the part of American capitalists for the New 
Deal, although they, themselves were profiting by it in larger 
markets and increased profits. They hatedut, because they saw it 
as the thin end of a wedge of public control and planning of 
'econonjic affairs. « ^ 

As we shall see latei’ in this book, the programme embodied 
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in the Churchill’s Government White Paper on Employment Policy, 
issued in 1944, was of the same order as the American counter- 
depression policy known as the New Deal. The authors of the 
White Paper regarded the determination of the volume and 
character of production as normally the business of private, 
pibiit-seeking enterprise, and were prepared to invoke state action 
only when the demands for labour made by private entei'prise fell 
short ol’ what was needed to secure “a high and stable level of 
employment.” They did not contemplate the making at any time, 
by the State or by any other authority, of any comprehensive plan 
of production. The furthest point to which they were prepared to 
go, even in general, was to admit the State’s responsibility for 
intervening to maintain (or if need be depress) the total volume 
of employmezrt, by providing enough supplementary openings to 
make up the deficiency left by private demands for labour or by 
cutting down public works in periods of ‘over-activity. ’ They did 
not contemplate at all that the State, outside the range of its own 
production or of what it specially ordered and paid for as part of 
the public services, should plan what should be produced. That 
was still to be a matter for private, profit-seeking enterprise, 
responding to the conditions of money demand. There was to be 
no general plan, even in times of threatened depression or crisis; 
only a supplementary plan, for eking out the private demand for 
labour and willingness to produce. 

An economy based on the principles of the White Paper of 
1.944 (or of the New Deal) would still be in the main unplanned, 
though in fact the thorough pursuit of full employment might, as; 
opponents readily saw, carry the State much further in the direc- ^ 
tion of planning than it had originally been intended to go. 

The Essential DiJJerence between Planned and Planless Economies 

Thus, though planning is a matter of degree, the essential 
difference between mainly planned and mainly unplanned 
economies is that in the one case there is a general plan regu- 
lating the character, as well as the total amount, of production 
and employment, whereas in the other there is not. 

Fascist Planning 

. In this sense, the economy of the Soviet Union definitely is 
planned, whereas the economies of the United States, Great 
Britam, and most other capitalist countries are definitely un- 
planned. But where, in this glassification, are we to place the 
now happily defunct systems of Nazi Germany and Fascist Italy*, 
Or of Imperialist Japan? In none of these countries, urider their 

163 


toMitariaii regimes, were the means of production for the most 
part publicly owned, so that their Governments could directly 
determine the volume of production and employment in each of 
the main industries and occupations. Capitalist production for 
profit remained in being over the greater part of the economic 
field; but employers, instead of being allowed to determine their 
production policy for themselves in accordance with their expec- 
tations of maximum profit, were compelled to adapt their 
production and employment programmes to fit in with the 
recjuirements of the Government. In return for their obedience, 
the Government for its part gave them an assurance of docile 
labour, by dissolving free Trade Unions and making the regula- 
tion of wages and conditions a public, or quasi-public, function, 
and gave them also in effect an assurance of markets and of 
adequate, though not ''excessive, profits as long as they reached 
even tolerable efficiency. This latter assurance arose from the fact 
that the Government, in diverting a large part of the man-power 
and equipment to the production of armaments and of other 
goods for public consumption, created conditions of shortage in 
the supply of ordinary consumers’ goods, so that there was little 
room for any firm, except the most inefficient, to be left with 
unsaleable wares on its hands. Moreover, the Government’s 
demand for foreign exchange for the purchase of materials and 
other war requisites involved a pushing of export trade, where 
necessary by means of subsidies, and this factor aggravated the 
internal shortage of consumers’ supplies. 

It was clearly possible, under the conditions which existed in 
Nazi Germany (though not under those of much less efficiently 
regimented Fascist Italy) for the Government to establish and 
maintain full employment without actually owning or managing 
more than a small proportion of the industries pi'oviding tlie 
employment. It was further possible for Nazi Germany to regulate 
the general character of production — that is, to pursue its 
announced policy of ‘guns before butter’ — ^without abolishing the 
profit system or issuing precise directions to every industry about 
what it should produce. The Nazi Government was able to do 
this because, even apart from its final weapon of sheer terrorism, 
it had in its hands a number of key controls which it could use to 
compel employers to do its will. It controlled absolutely the 
banking system, so that no one could get credit against its desire. 
; It controlled the capital market, so that fidns could neither raise 
(fresh . capital nor even ‘ire-invest jtheir own profits without its 
(consent- If controlled both imports and thC pieans of paying for 
them, so' that it was in a position to ration aC will all imported 
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supplies of materials or manufactures; indeed, the rationing’ of 
foreign exchange came to be one of its principal weapons in 
bending industry and commerce to serve its ends. It controlled 
the supply of labour. And, being a completely authoritarian 
Government, it could have controlled anything else it had needed 
to "control in order to make its will effective in economic affairs. 

It could even, if that had been requisite, have compelled 
employei’s to go on producing at a loss until their resources were 
exhausted, and could then have kept them going indefinitely by 
means of subsidies from its controlled banks or from its owr> 
Treasury. 

Does this prove that all the essentials of a planned economy can 
coexist with capitalism, in the sense of a system under which, 
from the standpoint of the employer, the incentive to pi’oduction 
is that of private profit? In a sense, yes; tmt with the difference 
that, although the business man continues to work for profit, the 
actual pi'ofits he makes result not from the free play of the market 
but from the decisions of the Government. The. employer, in 
carrying on the management of production, is no longer in effect 
deciding what to produce in the light of his estimate of market 
demand. He is responding to a public decision about what it is 
to be made worth his while to produce, or even about what he 
is to produce though it is not worth his while. The form of 
capitalism remains^ but the entire basis of the system has been 
changed by the substitution of a State jffan of production for the 
‘no plan’ of an unregulated market economy. 

It would have been impossible for the State effectively to 
regulate the character of production in this way without also regu- 
lating its total amount. It was an essential part of the Nazi scheme 
of things that the State should itself acquire a considerable part 
of what was being produced and should thus ensui'e the adequacy 
of total demand. The State could not have effectively ordered the 
private owners of industry to produce what it wished to be pro- 
duced unless it had been able to ensure a sale for the products. 

It was able to ensure this sale, because it was itself in the market 
as a buyer with a practically insatiable demand. The State 
wanted all the armaments it could get, and that meant all it 
could spare the man-power to produce after meeting the indis- 
pensable needs of consumption. 

Could Fascism have Fhmned for Plenty? . 

It is interesting to speculat* whether'an economy on the Nazi 
model could be sucoj^ssfully organised excqst on a basis.of prepara- ^ 
tion for war, Thedretically it could; for there would be hothing to 
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prevent the State from spending on public works or on free, 
services as much as the Nazi State actually spent on war prepara- 
tion, and thus keeping demand at a high enough level to sustain 
full employment. A Fascist economic system could, in thcoiy; j^ut 
‘butter.’ instead of ‘guns’ at the head ol’its schedule of priorities. 
It is, however, difficult to suppo.se that such a situation could 
arise in fact; for what in pi-actice made tlic Nazi totalitarian 
regime possible was its warlike character, its appeal to nationalist 
sentiment and to aggre.ssive feelings of racial superiority; and 
without these appeals, which were bound to carry it into war, it 
would have had no means of enlisting mass support. If the Nazi 
leaders had l^een aiming at ‘butter’ instead of ‘gnus,’ the German 
people would not have been content with ‘bnttcr,’ but would 
have demanded freedom as v'cll; and the demand for Ircedom 
would have been fatal to the rigid system of controls on which the 
success of the Nazi plans depended. The working classes would 
not have consented to the regimentation and refusal of rights of 
association which ensured their subordination to the cmployer.s: 
the employers would have lacked against not being allowed to 
produce what they thought would pay them best; and the forces 
on which the system would have had to rely for its defence would 
not have been able to stand out indefinitely against the demand 
for a return to some sort of democratic or jjarliamentary means 
of expression and of influencing pul:)lic policy. The Nazi totali- 
tarian' economy urns essentially a system organised for aggressive 
war, and would have had no meaning apart from this. 

Soviet Planning 

■Wliy, it may be asked, does not the same limitation apply to 
the planning system that has now been in operation for nearly 
a generation in the Soviet Union? The Soviet 'Union too has 
devoted a considerable part of its resources to war preparation, 
not because it has been planning aggression but because it has 
feared attack. But the diversion of man-power to w'ar preparation 
in the Soviet Union was never a means of .saving the Soviet 
economy from a crisis due to deficiency of demand. On the 
contrary,' it was a regrettable necc.ssity, arising out of external 
conditions and resulting in a lower standard of living than could 
have been achieved without it under the successive Five Year 
Plans. There has never been for the Soviet Union any problem 
of disposing of any total output of goods Ind services which it 
could equip itself to prod'ace: nor could there be such a problem 
in an economy entirelyindependent in all i”5 main branches of 
the profit inotive. The Soviet Union did not need to work through 
-i66 



employers who had to be allowed such profits as would induce 
and enable them to employ the available labour in producing the 
largest possible total of goods. The Soviet economy worked on 
the basis of deciding first of all how much could be produced, 
and of allocating the available productive power to various uses 
in" the making of capital goods, consumers’ goods, and services, 
and therewith of distributing to the people enough purchasing 
power "to enable them to buy all the consumers’ goods and 
services that could be allowed them. Incomes and prices, as well ; 
as production, in the main industries and services were under f 
direct and co-ordinated public conti'ol; and it made no difference 
to the stability of the system whether the State itself ordered few 
or many goods, leaving many or few to be bought and consumed 
by the citizens individually. Planning would work equally well 
either way, px’ovided only that the public’authorities used reason- 
able common sense in setting aside a part of the current produc- 
tion for capital renewals and extensions, and in proportioning the 
relative supplies of different consumers’ goods and services to 
the real requirements of the citizens. 

Indeed, one can go further. Even if the S'oviet planners made 
mistakes in organising the relative supplies of different goods — 
for example, so that persons who would have prefei-red more 
boots had to accept more shirts instead — the stability of the 
system was in no wise threatened. There was a loss of welfare, no 
doubt; and persistence in such errors of judgment would have 
been bound to make the planners unpopular, and would probably 
have led to their replacement by others. But, the shirts being 
wanted only less than the boots, there could be no question of 
their failing to find buyers when there were no more boots to be 
had and people still had money left to spend. If people had 
refused to clear the market of shirts at the planned prices, it 
might have been necessary to offer them at a lower price; and in 
that event the State might have had to incur a bookkeeping loss. 
But the . appearance of such a loss would have served as a signal 
(even if there had been none before) to amend the plan, while 
the speedy clearing of the market of boots would have shown 
that the right course was to produce in the next planning period 
relatively fewer shirts and more boots. 

The Case against Planning Answered 

The opponents of planning, contend that this power to correct 
errors and to adjust plans production in the light of the con- 
sumers’ demands the various produKts affords no assurance -» 
that the consuiners’ wishes will really be met, because the 
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deinand fo.r a commodity is not something absolute but depends 
on the price at which it is offered for sale. Thus, if the planners 
decide to limit to a small amount the supply of a particular kind 
of goods, and at the same time lix the price higli, supply and 
demand may balance at tliat price, althougli the consuniers 
would sooner have had more of that thing at a, lower price, and 
less of something else whicli they actually bought because it was 
cheaper. Such a situation i.s, ofcour.se, fully po.s.sible; indeed, it is 
a perfectly familiar .situation under the oa])italist system, wherever 
any sort of monopoly exists. It is of the vtuy e.sscnce of monopoly 
to offer for .sale, save under conditions of very elaslic demand, 
less than could he olTcrcd and sold at a price adequate to cover 
costs. Such a thing could, no doubt, not happen nnd(;r the purely 
imaginary conditions of perfect competition; but it can and does 
happen under unplanhed capitalism, and there is nothing to 
exclude the possibility of it in a planned system. Even so, planning 
has the better of it; for, whereas under planless capitalism tlicre is 
no assurance that anything at all will be produced instead of that 
which the monopolist decides not to .supply, under a planned 
system aiming at full'employment something else will be produced, 
even if it does not give the consumers quite the same amount 
of satisfaction in relation to the effort expended on its production. 

Though this lesser evil might occur under a system planned for 
welfare, it could occur only if tlie planners inadvertently made 
a mistake, whereas under planless capitalism the greater evil can 
be jnade to happen quite deliberately, as a means to higher 
profit. I am of course excluding the ca.se in whicl), under cither 
system, a particular thing may be made scarce and priced high 
for the set purpose of limiting con.sumption — as in the laniiliar 
instance of high taxes on beer and , spirits. Such a case raises quite 
dificreiit issues, which arc not here in question. We may confine 
our argument to tho,se cases — the vast majority-— in which there 
is no de.sire, on social grounds, to increase or diminish the con- 
sumption of one thing as against another; and sve may aftsume 
that, in such cases, the planners’ object will be to give the con- 
sumers as nearly a.s possible what they w^ant. 

Costs and Prices in a Planned Economy 

In order to achieve this, they will naturally price thing.s in 
accordance with the estimated costs of producing them, on a 
basis of average unit cost.i The purpose will be to cover co.sts in 

have not .space here tg consider thc'*'alternativ(;,pi' pricing at marginal, 
instead ofhvtfragc, co.st. Indeed, to do so would mere.Y,{;omplicatc the argu 
Hient, wilidut contributing any new point. 
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each branch of production, and thus to give the consumer the 
means of apportioning his expenditure in relation to the real cost 
of rnpeting his wishes. In doing this, the planners do not have tO‘ 
start from scratch, without any advance knowledge of the con- 
sumers’ desires. They already know how consumers have actually 
distributed their expenditure in the past, and thus have also at 
, any rate a fair idea of the relative elasticities of demand for most 
classes of goods — that is to say, of the rise or fall in demand likely 
’ to result from a small upward or downward change in price. 
The planners will thus be endeavouring to anticipate the con- 
sumers’ requirements and to bring about an optimum distribution'' 
of productive resources in relation to them. 

At this point, the critics of planning break in with the objection 
that the whole conception of I’eal costs loses its meaning if there 
is no free market in the ‘factoi'S of production’ — that is, in land, 
in capital, and above all in labour’. Under conditions of full 
competition, they tell us, the prices of these ‘factors’ are settled 
in the last resort by the consumers, whose demands decide how 
much each thing is to be sold for, and thus how much is to be 
shared out between the ‘factors’ used in producing it. According 
to this view of the case, under competitive capitalism, free from 
monopoly or state intervention, each ‘factor,’ or rather its owner, 
gets precisely what it is worth — precisely what it contributes 
towards the value of the product. What the consumer pays for 
the final article is broken up, through each successive stage of 
-production back to the original materials used, into shares for 
land, labour and capital determined by the higgling of the 
successive markets so as to correspond to each ‘factor’s’ pro- 
ductivity. 

Even if this were theoretically true under fully competitive 
conditions, that would not malce it true under any actual capi- 
talist system. But is it true, even where competition is as perfect 
as can be imagined? The argument starts out from consumers” 
demand — effective demand, backed by purchasing power. It 
starts out, that is to say, with the consumers’ incomes already- 
settled, and then it proceeds to derive the producers’ incomes,, 
including those of landowners and capitalists as well as workers, 
from this prior distribution of consumers’ incomes. But the con- 
sumei’s are not one set of people, and the landlords, capitalists and 
workers another set. In the main, they are the same people, and. 
the two sets of incomes are the same, incomes regarded from 
different aspects. It is therefiJre no wonder if the assumed dis.- 
tribution of consumers’ incomes leads “straight to* tile same 
distribution of incomes among the producers, and appears to* 
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justify each income as a reward corresponding to the productivity 
of the ‘factor’ owned by each of the recipients. No other result 
could arise from so essentially circular an argument. ^ 

All that has in truth been proved is that, under conditions of 
full competition, any existing distribution of incomes will tendAo 
perpetuate itself, as long as no disturbing influences arise. It is not 
at all proved that the distribution of incomes which was taken as 
a starting point was either right or good, or in any real''accord 
with the productivity of the various factors — I'or plainly a different 
distribution of incomes, resulting in a dilfcrent distribution of 
effective demand, would lead to valuing some ‘factors’ more 
highly and others at a lower rate. 

How can the Planners tell what to Produce? 

So far, it is easy to cfemolish the case of the anti-planners, by 
showing that, even under their imaginary state of full com- 
petition, the money costs of the various ‘factors’ of production 
would correspond, not to real costs, or real productivities, but only 
to the prices set on the factors as a consequence of the existing dis- 
tribution of incomes’in the community. This is indeed a sufficient 
answer; for it blows sky high their contention that there is any- 
thing entitled to command our veneration either in the existing 
distribution of incomes or in the ways of distributing man-power 
between alternative branches of production nndcr planless capi- 
talism. It may, however, still bo true that an (;oonorny planned 
for welfare, though it is no worse, is no better in this respect. It is, 
in fact, the favourite last argument of tlie anti-planners that an 
economy which departs from the ‘law of tlu; market’ can have no 
means at all of deciding how ranch each ‘factor’ of production is 
worth, or ought to be paid, and that accordingly it can have no 
means at all. of pricing its products according to their real costs. 
So far, we have met this argument only with a iu quoque. Is there 
more to be said on the planners’ side? 

The Factors of Production, [a) Labour 
Surely there is. But in order to say it we have to differentiate 
between the ‘factors’ of production, instead of treating them as if 
they were all of a common character. Land, capital and labour 
: may all be ‘factors’ of production; but they are not all producers 
in the same sense, or recipients of the re^yards for production, 
y Land and capital receive no incomes, and can enjoy none. The 
incomes derived from them accrue'^to men who are regarded by 
law or convention as the beneficial owners of feqse things. Labour, 
■on the other hand, is incarnate in the labourer, and cannot be 
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separated from him; and, except when the labourer is a slave, 
whatever is paid for labour accrues as income to the labourer. 
Let IIS, then, consider separately land and capital on the one 
hand, and labour on the other. 

'The purpose of the whole productive system we may presume 
to be the furtherance of the well-being and happiness of men and 
womerv. Accordingly, the laws of distribution, if they are to con- 
form to this end, must apiaortion incomes primarily in relation 
to it. Incomes must, however, be distributed also with a second 
purpose in view^in such a way as to serve as incentives to pro- 
duction, as long as such incentives continue to be needed. The 
best distribution of incomes is that which best holds these two 
considerations in balance, giving the correct weights to the direct 
promotion of individual and family welfare on the one hand and 
to the provision of incentives on the other. But how are we to 
judge of what is best in this connection? Clearly, there can be no 
abstract principle of determination, and no exact quantitative 
test. The reaching of the right conclusion is a matter of common 
sense, just as it is a matter of common sense and not of abstract 
principle how much of its productive power a community can 
best devote to the increase of its future capacity and how much 
to the immediate satisfaction of its citizens’ wants. 

The Problem of Incentives under Planning 

If we assume the amount of capital accumulation to have been 
decided by the planning authority, instead of being left to be 
settled, as under capitalism, by the extent of capitalists’ willing- 
ness to invest their own and other people’s money in instruments 
of production in the expectation of future profit, there remains 
the problem of providing for the immediate needs of consumption 
and for such incentives as may be needed to keep production at , 
a satisfactory level. Obviously, the aim of a society which is 
planned for welfare will be to distribute in the form of incentives 
only as much as is necessary in order to elicit the required 
responses. The more equalitarian the general living conditions of 
the society are, the smaller will be the incentives that will be 
needed. This follows from the fact that a small addition to a 
relatively small income is worth more in terms of human satis- 
faction than a larger addition to a larger income, as well as from 
the fact that, when rto one is rich, there is much less inducement 
to seek to become rich than,when society is divided into widely 
separated inepme passes enjoying very different degrpes^of powhr ^ 
and prestige., Tfflaiscover how much is necessary, under any 
particular set of conditions,' is a matter for trial and adjustment 
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in the light of experience, not for abstract theorising. All that can 
be said with confidence is that the magnitude of the incentives 
offered at the top end of the scale in capitalist societies is a by- 
product of the class system and is not the response to any 
fundamental law of economic.s or of human nature. 


The Factors of Production, (b) Land and Capital 

This brings us to a consideration of the other ‘factors’ of pro- 
duction-land and capital. Evidently, no inducement needs to be 
offered to land or capital, as such. The inducement, if any is 
needed, is to their owners to make full use of them, or, in the case 
of capital, to augment the supply. To the extent, however, to 
which land and capital, instead of belonging to private indi- 
viduals, belong to the community itself, plainly no inducement 
need be offered to the owirer; for the community has sufficient 
inducement to make use of its own resources for increasing the 
wealth and welfare of its citizens without offering itself bi'ibes 
which would have to come out of its own pocket. Thus, to the 
extent to which the principle of common ownership is applied, 
one great source of inequality of incomes disappears, and with it 
goes the need to offer to personal skill and enterprise incentives 
of the size called for where there exists a wealthy class dependent 
on ownership and not on personal exertion for its enjoyment of 
luxury and power. 

In a planned society in which the main resources of production 
are publicly owned inequalities of income will not disappear. But 
they will be drastically reduced, not only by the disappearance, 
or at least the very great diminution, of the classes dependent on 
ownership, but also by the greater efficiency of small I'cwards in 
eliciting effort when the undei-lying distribution of incomes i.s 
less unequal. It may be possible in stich a society for oire man to 
receive, in exceptional cases, ten times as much as another. It will 
certainly not be possible for him to receive a hundred or a thou- 
sand times as much. 

In effect, what I am saying is that, in a society planned for 
welfare, the meaningless question whether each person is being 
rewarded according to his specific productivity will not arise. 
A man’s income will be made up of two elements — a basic return, 
which it will be the aim of the planners to" maximise, acci'uing to 
him as a citizen, by virtue of his naeds and on the sole condition 
of his re^adkiess to perform his civic duties tot^ reasonable extent; 
and a supplementary retuim, which it will be the aim to minimise, 
payable not as a reward for productivity, but as an inducement to 
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do his best and to give the community the kind of services that 
it requires. 

What this means is that the community will need to fix wages 
and other forms of payment for work at levels which will in 
practice bring about the required distribution of man-power 
among the various branches of production and service, and will 
' elicit ii), each type of occupation the necessary supplies of specific 
skills and efibrts. Wages and salaries and other payments for work 
will thus represent not the economic results of production, but its 
basic costs. Pricing of goods and services will be determined, in 
normal cases, in accordance with these socially regulated costs of 
man-power, save to the extent to which the quantities of land and 
capital used in producing the various commodities are also taken 
into account. , 

Is Planning bound to be Arbitrary? 

Let us leave over for the moment this complication of the costs 
of the non-human ‘factors’ of production, and consider how far 
we have an adequate positive answer, over and above the 
negative answer given already, to the contention of the anti- 
planners that there will be no valid way of determining what 
distrilsution of the powers of production wall yield the best results 
because the labour costs which will affect prices, and therefore 
consumers’ demand, wall be in truth entirely arbitrary. The 
nature and amount of the inducements to productive efficiency 
that will be required wall depend on what it is desired to induce. 
The pattei’n of inducements needed to bring about one pattei-n of 
production will be different from that needed to bring about 
another. The planners may be able to devise a pattern of induce- 
ments to fit the pattern of production which they have chosen; 
but the pattern of production itself is bound to be arbitrary, and 
this, it is said, invalidates the entire system as a means of pro- 
moting welfare. ■ 

But does it? Why is the common sense of the planners, guided 
as it will be continually by the actual changes in consumers’ 
relative demands, a worse guide to the distribution of the 
resources of production than the higgling of a market dependent, 
as any market is bound to be, on tire actual distribution of 
incomes? Is not such common sense likely to be, not merely as 
good a guide, But a' greatly superior guide to sensible action? 
It will not be so, of course, jf we assrane that the planners are 
bound to be fools, cei'tain to be pervq}:se; but why should we 
assume either of ^ii'se things? Those who are anti-democratic on 
principle may be justified in assuming that, if the. people choose 
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the planners, fools or knaves are bound to be chosen; but the 
contention comes strangely from those who profess to be up- 
holding the right of the democratic consumer to have produetion 
organised according to his pi-eferences. 

In truth, of course, the anti-planners are upliolding, not the 
right of choice of the democi-atic consumer, but the right of the 
moneyed man to have every shilling he is able; to spend giyen the 
same weight in determining what is to be produced as tlie poor 
man’s shilling. They arc advocating plural voting by rich men, 
the counting not of heads l.)ut of shillings. Moreovijr, in doing so, 
they take it for granted that a landowner or a ca]iltalist has the 
right to vote in respect of each shilling of his income just as much 
as the man who, sc income is derived from labour. Usxially, they 
defend this thesis by maintaining that, unless tins right is con- 
ceded, the land will not be kept In good productive condition and 
the accumulation and upkeep of capital will be brought to 
a stand. 

Public Ownership and the Rate of Interest 

This contention, we have seen, ceases to apply to the extent to 
which the community itself takes over tiie ownership of land and 
capital and therewith the responsibility for their maintenance 
and improvement out of the current product of industry. But it 
remains to be considered whether in tiie pricing of commodities 
any account should be taketi of the relative amounts of land and 
capital, as well as of the labour, used in their making. Clearly, 
there is nothing to prevent a planned economy li'om doing this 
to any extent that may be thought desirable. Even if rent and 
interest arc no longer payable to individual owners of the means 
of production, the State can cliargc to the cost of production of 
any commodity any amount it pleases as rent for land or as 
interest on the capital goods employed in producing it. “Ah, but,” 
exclaim the anti-planners, “any such charges will be purely arbi- 
trary; for even if the ‘Ricardian’ rent be still determinable by the 
varying productivities of different patches of land above the 
‘marginal’ land,! there can be no way of settling what rate of 
interest ought to be charged unless there is a free capital market 
in which this can be settled by the play of the twin forces of 
supply and demand.” 

Lord Keynes has sufEcicntly shown that this is. not the way in 
which, in fact, rates ofiirterest are,^cttled in the world of capi- 
talism. lyai; experienccr. in the second Worl(^War as compared 

! 1 omit, 53_ unduly complicating the argument, to coMider how far rent is 
really determinable on Ricardian principles under my economic system, 
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with the first, has provided an even more cogent practical 
demonstration. The rate of interest is not, under capitalism as we 
know it to-day, a natural outcome of economic laws: it is a result 
o|decisions taken either by the State or by those who control the 
money market. It is, in effect, arbitrary, and can be raised or 
lowered in accordance with opinions about what is desirable for 
the beiiefit of the community, or for the benefit of any group of 
persons who may get the power of decision into their hands. 
There is no ‘natural’ rate of interest, as the economists of other 
days used to believe: the rate is arbitrary, though relative rates for 
different types of loan are less arbitrary, under competition, than 
the basic rate or rates which affect the rest. It is therefore no valid 
point against a society planned for welfare that interest rates 
under it would be arbitrary, and would be settled by common 
sense and not by economic law. Full employment, which involves 
public regulation of the volume of investment, is plainly incon- 
sistent with leaving interest rates to be determined by the 
voluntary supply of capital in relation to the demand for it. But 
that is nothing to worry about. If in the planned economy it is 
decided that a controlled interest charge shall be included among 
the costs on which commodity prices are based, the sole object 
will be to avoid waste of land or capital resources in the planned 
processes of production; and an adjustable rate, controlled by the 
planners, will evidently serve this purpose very much better than 
a rate which they have no power to control. 

Is Economics a ‘Science’? 

The accusation that, under planning, everything will be ‘arbi- 
trary’ — that is to say, settled by conscious human judgment and 
not by economic laws acting independently of men’s conscious 
wills — is, indeed, the regular stock-in-trade of the economists of 
the so-called ‘liberal’ school. Why it should be preferable for men 
to allow their affairs to be guided by this ‘invisible hand’ of 
economic law these economists nowadays seldom attempt to 
explain. Adam Smith would have supported his preference — as 
indeed he did — by identifying the ‘invisible hand’ with God him- 
self and attributing to a beneficent deity the establishment of a 
natural law which causes each individual, in pursuing his private 
economic interests, thereby to further the well-being of society as 
a whole. His more modern followers seldom invoke religion; they 
usually prefer to appeal to ‘soience.’ In’their eyes, economics must 
be a ‘science,’ or i^s nothing; and they take it to be of the essence 
of the scientific method to concern themselves only with measm-- 
able quantities. Now, the law of the market, whatever its defects, 
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'docs undoubtedly measure against one another things which are 
incommensurable in physical terms, reducing to a common 
standard of equivalence not only goods of many different Kinds, 
but also human services and the intangible services of capital. 
Not all things that these economists admit within tlie circle' of 
their ‘science’ are actually measured in the market — for example, 
the land a man own.s and farms, or the house he owns andiives in, 
or the produce he grows and consumes at home. But all the-se 
things can be reduced by analogy to shnilar tUmt^s whicb are 
being bought and sold, and arc therefore capable of having their 
values expressed in quantitative terms. 

Only such things as can be measured directly or by this 
analogical imputation of market values arc allowed by the 
‘scientific’ economists r^ithin the pale of economic science. Other 
values, if they exist in an unmeasuralde form, are non-cconomic, 
and therefore cannot enter into the field of economic studies. This 
would be all very well if the purpose of economics were merely to 
study what actually happens under the capitalist system; but the 
method breaks down when any attempt is made to apply it either 
to the study of pre-capitalist societies, to which its categories 
cannot be applied without sheer distortion of the significance of 
pre-capitalist institutions, or to the criticism of capitalist societies, 
or again to the Soviet Union, which has outgrown the categories 
appropriate to the capitalist system. 

In our day, economics is needed as a guide to action, in situa- 
tions in which the question is whether, and how far, to supplant 
capitalist institutions by institutions Ix'longing to a quite different 
social pattern. The ‘orthodox’ economist of the ‘liberal’ scliool, 
confronted with such questions, finds his ‘scientific’ armoury 
entirely ineffective in dealing with them, and is apt to take refuge 
in the contention that, bccau.se the attempt to answer them 
involves categories and methods which are not recognised in-his 
analytical ‘science,’ they .must be nonsense questions, to whicb no 
rational answers can be found. Indeed, he is apt to go even 
further, and to assert that his categories are the only possible 
categories, and that any system which does not admit of being 
measured in terms of them can ipso facto be ruled out of court. 
If he is of a more accommodating temper, he may do his best to 
squeeze the inconvenient issues into a form in which he can 
pretend to measure them by his accustomecl methods; and some 
economists trained in the'^liberar school, but feeling a sympathy 
with soeialist aspiratidhs, have gone to flyitastic lengths in 
imputing Capitalist methods of valuation to tne institutions of 
a socialist society. 


The Need for a Human Approach to Economic Theory 

The truth is, however, that an economic theory which has been 
esserftially based on taking for granted the institutions and prac- 
tices of capitalism is bound to need, not merely revision, but 
fundamental restatement as soon as these categories can no longer 
be accepted as beyond question. The capitalist mode of economic 
thought involved treating the labour of human beings as a com- 
modity to be bought and sold in the market just like anything else. 
In order to do this, it had to ignore the essential difference 
between labour and other ‘factors’ of production — namely, that 
labour is incorporated in the human beings for whose support 
and happiness the whole business of production is exclusively 
carried on. The old economics started out from the ‘market,’ in 
which the labour of men and women is bought and sold along- 
side other things, without recognition of its different relation to 
the social system. As against this, the new economics, which has 
to pronounce judgment between capitalism and Socialism, or in 
favour of the one here and the other there, or of more or less of 
the one or the other, must start out, not from the market, but 
from the human beings for whose sake the market and everything 
else exist. 

This new economics begins then by stating its problem in 
essentially different terms. Here, it begins by saying, are certain 
human beings, who need so to act as to promote their own 
common happiness and welfare. At tlie command of these human 
beings are, first, their own labour-power and secondly certain 
other resources of production, partly given to them by nature, 
but even so improved or laid waste by their past use or misuse, 
and partly man-made out of the materials provided by nature. 
This distinction between natux'al and man-made goods is, of 
com’se, by no means absolute, and in most connections is no 
longer of great practical importance. The vital distinction is 
between labour-power on the one hand and all things usable by 
man, save man, on the other. 

The social task, in its economic aspect, is that of making the 
best of all the productive resources, of both kinds. But there is, 
even at this point, an essential difference. If man is using a water- 
fall to generate electric power, his sole purpose is to get as much 
power out of it as he can with the least possible effort and using-up 
of other I’esources. ISlo question arises of marring the water’s 
happiness by ..car?, sing it to W'Wrk too ha’bd. On the other hand, in 
the use of human^hergy this problem ^es always arise. If men 
are to be happy^ancl to enjoy well-being, their labour must be 
neither so hard nor so irksome as to destroy their chance of 


happiness and of physical and mental well-being. Man is not an 
instrument out of which the last ounce of energy is to be got: 
there is always a need to balance the illth of overwork or 
unpleasant work against the wealth which it can be appi[ied 
to create. 

Animals, a Marginal Case 

Animals, in our day, arc a marginal casi:. We extend to them, 
as living things, some feeling that they have a right not to be 
ill-used beyond what is necessary to make them serve the purposes 
of men. But we are still half-hearted about this: we do not consider 
whether an animal likes being fattened up,‘ and we are much 
readier to be kind to our domestic animals, and to horses, than 
to cows or pigs. Few of hs trouble to consider whether a cockroach 
likes being squa.shcd; and huntsmen still blithely asseverate that 
foxes enjoy being torn in pieces. On the whole, in the economic 
sphere, we do not allow our sentiments of sympathy to interfere 
much with the use we make of animals for our human purposes. 
For the present, accordingly, animals must on the whole be 
classified with the inanimate factors of production, rather than 
with men. But this may not be so for ever; nor is it entii'ely 
accurate even now. 

Men making Things 

We have, then, as our primary data in economics, men using 
things. As the men are using the things for their own purposes, it is 
for the men to decide how much labour they are prepared to 
expend upon them and how much unpleasantness in the labour 
they are prepared to put up with for the sake of the product it 
yields. It follows that men’s primary object must be to create as 
many products as possible for each unit of labour expended, 
subject to the qualification that the irksomeness (or in exceptional 
cases the pleasurableness) of the labour must also be taken into 
account. Man’s purpose, therefore, must be to construct an 
economic system which will be as productive a.s possible in terms 
of effort, and as free as possible from unpleasant forms and con- 
ditions of labour. 

Limitations and Conditions of the Use of Labour 

The first thing to be observed in this approach to economics is 
tlliat it makes such thing*s as Factwy Acts and Mines Acts not 
excresceiace* upon the general structure of the economic world, 
but basic ^afts ofit.. The regulation by law of tRe hours and con- 
ditions oflabour is men’s way of deciding how hard, and on what 
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terras, they are prepared to work; and the attempts of Trade 
Unions to regulate such matters by collective bargaining are 
consequences of the neglect by society to deal publicly with this 
fundamental requirement of a rational economic order. To 
coming generations it will appear fantastic that sucli matters 
were ever left unregulated, or that men were actually persecuted 
' for attepapting to regulate them, on the plea that regulation was 
a defiance of economic law. Such an attitude could, of course, 
exist only as long as social thought was based on a denial of 
democracy, and as the governing and theorising classes regarded 
it as natural and normal that the majority of men should be used 
as instruments to promote the happiness of the few. If many in 
the nineteenth century who deemed themselves democratic 
remained blind to the economic implications of democracy, the 
reason was that they connected public intervention in economic 
affairs with intervention designed to promote the exclusive 
interests of a limited governing class, and saw a nearer approach 
to democracy even in private capitalism. As it became clear that 
State intervention, in a reformed State, could be used to promote 
the welfare of common people, Benthamism changed sides. It can 
be seen changing in Chadwick’s impassioned crusade for public 
health legislation, in John Stuart Mill’s gradual and painful con- 
version to a half-socialist outlook, and still more clearly in the 
Socialist Benthamism of the early Fabians. The capitalists of the 
Industrial Revolution usually felt no qualms about working men, 
women and children as hard as the most ruthless driving could 
make them work. To-day, we recognise that it is the State’s busi- 
ness to set limits to the exploitation of labour-power; and this 
recognition is caught up into, and becomes a primary principle 
of, the new economics. 

Full Use of Productive, Resources 

Having set limits to the intensity and irksomeness of labour, 
and having provided for exempting some of the citizens altogether 
from it (e-g. schoolchildren and pensioners), the community has 
next to see to it that what labour remains shall be put to the 
fullest and most economical use. A policy of full employment thus 
appears, like factory legislation, not as an excrescence, or as an 

I exceptional measure for combating abnormal depression, but as 
a cardinal prin(;iple.»f the economics of welfare. Unemployment 

lU tuid under-employment are pastes of iwsources which are needed 
by the community for raising its standard of living to the highest 
possible level. Asdordingly, they cannot be tolerate’d; 'and any 
rational economic order must start out by providing useful jobs 
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for all who are available to fill them. This requires, not merely 
that the total number of jobs shall be enough, but that they shall 
be jobs which the available workers, given the correct training 
and preparation, are capable of filling. It involves further that 
the jobs shall be in the right places — Ibr example, that there shall 
not be a surplus of men’s jobs in one area and of women’s jobs in 
another, and that the distribution of jobs shall correspond Roughly 
to the pattern of houses in which those who arc to fill them can 
live, and of amenities to which they can rc;sort outside the hours 
of work. In other words, as we shall see in other connections, 
a policy of full employment involves planning in the triple sense 
of planning the general character of production, planning its 
location, and planning the towns and countiy areas in which the 
productive establishments are to be, and those who work in them 
are to reside. All these things, instead of lying either on or outside 
the borders of economics, become central and primary as soon as 
we begin to approach the economic problem, not from the 
mai'ket, but from the human, end. 

The Question of Efficiency; Research and Training 

It is necessary to avoid, not only wasting labour through 
unemployment, but also wasting it through inefficient uSe. This 
is partly a matter of getting the inducements right, so as to per- 
suade workers of every grade and category to give of their best. 
But it is also very much a matter of giving the workens the right 
tools, of good business organisation both in the factories and in 
distribution and finance, and of arranging for a balanced relation- 
ship between factory and factory and between trade and trade, 
and also in the realms of international commerce and develop- 
ment. It is the community’s business to see that the productive 
equipment of every industry is thoroughly up-to-date and main- 
tained in good order, and to step in, even where it is not running 
an industry as a public service, to ensure the remedying of any 
deficiencies in these respects. Nay, more, it is the community’s 
business to sec to it that there is adequate provision for promoting 
new discoveries in the arts of pi'oduction, and for diffusing the 
application of known advances over the widest possible field. 
Scientific and industrial research is thus eminently a matter for 
public care; and the conception of research must be wide enough 
to include development (which is often the most gostly part) and 
to prevent the monopolisation of rjpw discoveries from limiting 
tlreir uscj^ , 

It is also clearly the community’s business tapromote efficiency 
by fostering technical as well as general education, and by 
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providing or ensuring the provision of training in the arts of 
business management and organisation. The old-style employers, , | 

■ . managers and foremen were expected to pick up these arts by ” • 

practising them, without any special training, though it was li j 

always recognised that skilled craftsmen needed to be trained by i 

apprenticeship. The modern conditions of business require not ! 

■ only a isubstitute for the old forms of apprenticeship of manual ] 

, workers, where they have fallen into decay, but also careful S 

training for managerial and organising functions. The new con- 1 

ceptions make management a profession, or rather a whole group { 

of professions, instead of a mere delegation of functions from an ! | 

assumedly all-knowing capitalist entrepreneur. Modern industry is 
no doubt more mechanised, and often supersedes old forms of 
craftsmanship; but for all that it calls fo? more, not less, trained 
intelligence than the old ways did. If it has relatively fewer highly 
skilled machine-tenders, it has both many fewer sheer labourers, 
called on to use only brute force, and many more skilled tech- 
nicians and supervisors, managers and organisers in a host of 
special fields. Moreover, the craft skill which it still demands has 
for the most part to be of a higher order than was called for from 
the general run of craftsmen in earlier days. 

In saying that the community has to assume responsibility for 
all these tasks, I am not saying that it must necessarily carry on 
all of them as public services. If a thing can be done adequately 
without the State doing it, and if the leaving of it in private hands 
does not involve its perversion to serve private interests against 
the general welfare, there is no reason why it should not be done 
privately. What I am saying is that, on the basis of the new human 
economics, the community must be responsible for ensuring that 
it is done well. The community cannot, if the general welfare is 
at stake, leave it to chance whether such things as these are done 
well or ill. They must be done well, if the community’s labour- 
power is to be put to effective use for the promotion of human 
well-being. 

Land and Capital in the Service of Mankind 
The view of economics which sets out from the human being, 
regarded as both producer and consumer, and separated sharply 
from other ‘factors’ of production, enables us to get these otlxer 
‘factors’ into the correct perspective as the servants of man— not 
1.1-,. his competitor! in the markpt. It makes plain that these other 
‘factors’ need to fc^o organised as to givs man the fujlest possible 
help in performing his essential economic tasks. It leads straight 
to the conclusion that these other ‘factors’ constitute a communal 
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possessionj to be used in combination with the community’s 
labour-powei' in order to enable the whole community to get the 
best practicable return for its efforts. To the extent to tvhich 
private property in the means of 2 n'oduction is recognised) it can 
lie only as jrroperty in use, and subject to the overriding condition 
that the use made ol it furthers, or at least does not prejudice, the 
public interest. It is quite consistent with this principkv for the ' 
community, if it thinks fit and for as long as it thinks fit, to dele- , 
gate the right of use of any particular kind of luoirerty in the 
means of production to its citizens, individually or in groups or 
corporations. But the delegation must be always conditional on 
the satisfactory performance of any service which the property is 
needful to j^ei-form, and must be revocable at any time on 
grounds of public intcaest. 

Public and Private Enterprise 

Thus, the principle just laid down does not prejudge the issue 
between public and private operation of industry, but only 
restates the irroblem in its proper, democratic form. The best way 
of operating industry so as to sei-ve the irublic interest is an ojren 
question, to be decided on grounds of expediency in each separate 
case. This, horvever, is not to say that it is simply a matter of the 
relative technical efficiencies of public and private enterprise, 
tliough that asjrcct is ofcour.se highly important. It is also a matter 
of {a) the conditions of the j)ersons (miploycxl, including their 
psychological condition, which aflects their readiness and ability 
to give of their best; {b) the imqroses towards which the technical 
efficiency is directed— for it is fully possible for an industry to be 
very efficient technically and yet to .serve the public very ill, by 
seeking high monopoly profits instead of maximum production; 
(c) the relation of the industry to others, for it may be very 
important to secure a right co-ordination between conq^le- 
mentary or competing industries, so as to fit them in to the 
requirements of the general irlan of production; and {d) the 
scarcity or irlenty of the 'factors,’ including man-power, which 
the industry Uses up — for even if an industry is using its resources 
in an efficient way, it may still be the case that some of these 
resources could be more useful to the community if they were 
transferred elsewhere. 

There is, moreover,, the question of powfir. If.it is inconsistent 
with democracy, except •at momeijts of Special emergency, that 
. dictatorial^political pc#vers should be in tlic hands of any one 
man or groujj of men , it is fully as inconsistent* that any industey 
should be privately run under conditions which, will confer on 
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those running it dictatorial economic power, either over the lives 
of employees or over the community as consumers. When this 
issue of dictatorial power is raised, it necessarily takes precedence 
over the question of technical efficiency; for it is better to have 
an, Indus try inefficiently than anti-socially conducted. There is, 
however, no reason why this choice should often arise in practice; 
for the industries and services which are most likely to give rise 
to dictatorial power if they are left in private hands are for the 
most part also those which can be most easily run with high 
efficiency by public boards or corporations. The chief possible 
exceptions are the industries of newspaper production, film pro- 
duction, and perhaps broadcasting, which occupy a very special 
position because the services rendered by them are services of 
opinion and are therefore closely bound up with the problems of 
free speech and freedom of thought — ^problems which it is most 
convenient to consider, not here, but in connection with the 
issues of political democracy. 

A Summary 

We may now proceed briefly to restate the broad conclusions 
reached in the foregoing pages: 

1 . Economic theories need fundamental restatement in terms 
consistent with the principle of democracy, which involves 
regarding each man as an end, and no man as mainly a means 
to the ends of others. 

2. In especial, economics must begin from the human end 
and not from a study of ‘the market.’ It must therefore draw, 
at the very outset, a sharp distinction between human labour 
and other ‘factors of production,’ which are only auxiliaries to 
human labour and have not, as it has, a dual aspect. In other 
words, labour is not a commodity on an equal footing with 
other commodities, because it is incorporated in men, for 
whose benefit the entire process of production is carried on. 

3. Labour is' not A commodity to be used to the limit of its 
productive power, regardless of the happiness and well-being 
of the men and women in whom it is incorporated. It is for 
these men and women to say how long, how hard, and under 
what conditions they are prepared to labour, and at what 
point they prefer ejther more leisure or less irksome labour to 
.a larger suppfy of goods and services for consumption. 

4. It is accordingly a necessary function of a democratic 
society to reguj»*e the conditions of ^ork, both in «rder to, 

, prevent excessive labour and bad conditions and toffiiake the 
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circumstances of production as pleasant aS they can be made 
without too great a loss of output. (There may, of course, in 
practice be no loss at all; for good conditions often lead to 
higher efficiency, and moi’c output is often jjroduced in Icwer 
hours and with less effort when limitations are applied.) .f 

5. It is also a necessary function of a democratic society to 
prevent waste of labour-power either from unemployment: or 
under-employment, or from the putting of the labourer to 

' work with inefficient tools, or from bad management and 
organisation; and further positively to promote the better use 
of labour, by encouraging and undertaking research and the 
development of its results, and by fostering and undertaking 
all necessary forms of training and education, including train- 
ing in management and business organisation. 

6. This principle involves public control not only over the 
total volume of employment, but also over its local and indu.s- 
trial distribution, so as to ensure that the productive plan and 
the labour force fit together as neatly as possible, both nation- 
ally and in each area. It also involves a public responsibility to 
ensure that homes shall be available for people near where 
they can find employment, and, as far as possible, that work 
shall be made available to people who have homes near where 
they actually live. 

7. It follows from the initial distinction between Jaliour and 
other ‘factors’ of production that these other ‘lactors’ ought to 
be regarded, not as the equals or competitors of men, but as 
their servants, and ought to be at the disjwisal of tlic com- 
munity, which must arrange for their use in the wniys best 
calculated to further the public interest, and must endeavour 
to' prevent all waste of them, cither through leaving them idle 
or through using them for purposes which do not serve the 
public interest to the lullest possible extent. 

8. The right to private control or operation of the means of 
production can therefore be recognised only subject to the 
inalienable right of the community to take pos.scssion of any 
such property whenever its public operation is deemed to be 
in the public interest; and, even so, private operation must 
always be made conditional on the acceptance of any limita- 
tions or terms that may be deemed publicly expedient, and 
must not be allowed in any case where it is liable to lead to 
the' placing of dictatorial economic, power in jrfivate hands. 

, 9; Subject to these overriding donditions, the issue between 
public'and private enterprise is one of exp«sl|t;ncy, and not of 
principle, to be settled in each case according to the special 


circumstances of time and place. It is not, however, a question 
which can be rightly settled without taking due account of the 
interrelation of industries, or of the appropriate position of any 
industry in relation to the general economic plan. 

10. Finally, the new approach to economics by-passes the 
did question whether, under capitalism or under any other 
economic system, each man is being rewarded according to his 
specific contribution to value created. It replaces this question 
by another, asking how large differences in incomes are needed 
in order to provide adequate incentives to production, with the 
primary affirmation that these differences ought to be made as 
small as possible, and that the largest possible proportion of the 
national income ought to be devoted either to communal 
services or to providing all the citiaens with basic incomes for 
free spending up to the highest level compatible with the 
community’s mastery of productive power. 



CHAPTER IV 


THE SOCIAL PATTERN AND THE TREND 
TOWARDS SOCIALISM 

Every human society has two aspects. It is both a result 
of men’s adaptation to a particular cTivironmeiit and a result ot 
men’s adapting the environment to iurther their ends. Men are 
compelled to shape their v\fay.s of living to fit in with the physical 
conditions under which they have to live; bi.it these conditions 
are modiliable, within’Iiniits, by incn’.s action upon them: nor do 
they, even V'herc they cannot be modified, prescrilic any absolute 
pattern of living. Men can both shape their environment and 
adapt themselves to it in varying ways: there is a region ot choice, 
or of chance, within which real alternatives are open to them, at 
any rate until the choice has been made and its outcome con- 
solidated into a social habit. Every community embodies a 
pattern which is the result of this double process — of adaptation 
to the environment and of adaptation of the environment to 
certain human notions of' value. Every social pattern is both an 
aflirrnation of some values and a denial, or dej,)rcciation, of others: 
every community values some human qualities highly and others 
little, or not at all. Every community aUbrds some oilipovtunities 
and withholds others, raises the po.ss(,;ssors of some qualities and 
depresses others whose qualities are diflercnt, excludes as well as 
affirms. Every pattern of living involves limitations as well as 
openings for achievement, and because of what it is and values 
excludes potentialities which cannot be worked in. There is no 
such place as Utopia, because every Utopia involves contra- 
dictions. Every Utopia includes dements which cannot in practice 
be fitted in to a single pattern of living or co-exist in a single 
community without introducing frictions and contests. There can 
no more be a perfect community than a perfect man — aiuMor the 
same reason. Every community has the defects of its qualities, as 
well as the equalities of its defects. 

' Patterns of Living *' « 

_ Men in communities'^liave to -pick their patterns of living, 
within ...tins , limiting Conditions prescribetK,to them by their 
environifient, to the extent to which they do not accept passively 
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the patterns into which they were born. If the environing coh- 
ditions are static, slieer passivity may carry them on from genera- 
tion to generation almost without change, each generation neither 
better nor worse off, neither wiser nor more ignorant, than its 
predecessor. But this can happen only where communities are 
shettered from contact with widely different attitudes and pat- 
terns of living. Communities which have continued thus passively 
‘for many centuries may break up very swiftly if their environment 
. is changed, either by physical forces such as to upset the basis of 
their economic life or by the impact of human forces from outside. 
The advent of white men has had a prodigiously disiirtegrating 
effect on many primitive societies which have been unused to 
conscious processes of social creativeness or adaptation. Societies 
which have never consciously modified their patterns of living, or 
have been long unused to cloing so, finddt very hard to adapt 
themselves to changing conditions and contacts. If the cross is 
too wide they are apt simply to decay, or even to die out 
altogether under the impact of forces which they cannot under- 
stand. 

As against this, modern, developed communities are used to 
change, expect change, and within limits are always trying to 
bring it about. They possess means of adapting their patterns of 
living to new conditions as they arise, whether these conditions 
are forced upon them or are of their own making. They expect 
change, because their attitude to their environment is one of 
finding out, and not of passive acceptance. The environment is 
for them not something fixed, to which they have to adjust them- 
selves as best as they can. It is something changing, and capable 
of being changed. It alters its character and its relation to them 
as they find out more about it, and become more skilful in con- 
trolling its behaviour. They possess, as an essential part of their 
social pattern, not merely diviners and medicine men, who are 
knowing about the environment and skilled in applying to the 
influencing of it certain ancient esoteric rules, but also scientists 
and social explorers, whose business is one of discovery and 
mastery of the realm of ‘nature.’ Mechanisms for developing this 
mastery are socially recognised, and men expect them to lead to 
alterations in their conditions of living. They must of course still 
adapt themselves to their environment; but the environment itself 
has become adaptable, and even startling in its capacity for change. 

Science and Society , , « 

This is not to sajjj that science simply "increases man’5 power 
over ‘nature,’ and therewith his ability to shape his^physical 
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eiwironment to serve his ends. Science is no mere handmaiden, 
to do what she is bid. Scientists do not discover only what they 
are looking for, or are pleased to find. Some of their discoveries 
are highly inconvenient, many ambivalent for good and ill,» only 
a few unqualified blessings. Or, if these words inipute more moral 
notions than 1' am justified in introducing at this stage, let me Say 
that science and its applications do not only aid mcii to get rid 
of inconveniences of which they are aware or to satisfy, desires 
previously imrcalisable, but also face men with new problems and 
force on them social changes wliich upset the patterus of living in 
quite unexpected and sometimes highly inconvenient ways. Scien- 
tific discovery is not unalloyed social gain, even for communities 
which are well equipped with adaptive mechanisms and 
thoroughly used to change and novelty of bcdiaviour. The 
scientific attitude doesji however, to the extent to which it per- 
meates society, substitute expectation of change for expectation 
of stability, and shake men free from the notion of the art of 
living as simply one of accepting and making the best of a 
traditional pattern of social relations. 

Resistances to Change 

I do not, of course, mean that modern, developed communities 
are wholly fluid, or as fluid as purely scientific Ibrces would tend 
to make them. On the contrary, they offiu' strong resistances, at 
many points, even to changes which appear to I)e plain responses 
to new knowledge. But the quality of these iwsistances tends to be 
different from tliat of the iron traditionalism of coinmunitie.s in 
which new knowledge is not expected, and no recognised means 
of assimilating it exist. The resistancfvs in developed, scientifically 
minded communities are usually not mere negatives. They are 
oftener attempts to limit, or to direct change, so as to fit it into 
the existing social pattern with the least possible disturbance, 
rather thaxi to oppose it altogether. The result is, at its best, that 
the pattern of living is gradually altered, without being broken 
up. It grows into something different, without losing its con- 
tinuity, or ceasing to be itself. If there were no such resistances, 
communities would be subject to the perpetxial threat of di.s- 
solution under the stresses set up by new discoveries leading to 
innovations in ways of living. The resistances, under favourable 
conditions, help to squeeze innovation into manageable shapes; 
and the squeezing process alters the shapes* of oU habits as well 
as of what is new. This is»the way q,f social evolution, at its best; 
but it is by no means what always occurs. 

Gomrnwnities, I have said, would break up if the forces of 
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innovation, based on scientific discovery, got their way without 
any resistance from established institutions and social habits. But 
they would break up no less if the resistanees were so strong as to 
prevent the necessary adaptations fi-om being made. For in that 
case there would arise an irreconcilable contradiction between 
the ‘formal structure Of the community and the values enshrined 
in if on the one hand and the aspirations of a growing number of 
' its members on the other. A modern, developed community 
. cannot so isolate itself from its neighbours as to stifle new 
knowledge to the extent needed for keeping it from the minds 
of the more intelligent of its own people. The advance of scientific 
knowledge is a world process, common in a high degree to com- 
munities which ,.have reached the required technical stage. 

A single community can no doubt, as Nazi Germany did, twist 
advancing knowledge to serve its own ends; but it cannot shut 
out knowledge, or get away from the need for social adaptations 
as knowledge expands. Therefore blanlc resistance to social 
changes which knowledge is germinating in the minds of men is 
bound to set up contradictions fatal to the social pattern. Dis- 
covery means new facts to be taken account of; and communities 
cannot keep up patterns of living which have got out of relation 
to the inexorable logic of known facts and poss'ilo^ilities. Discoveries 
are facts, which communities of men must assimilate, or else 
decay. They have it in their power to regulate, within limits, both 
the pace of assimilation and its specific character, by choosing 
one practicable way of adaptation in preference to another. 
What they cannot do is to stand immovable in a changing 
environment. 

Two Modem Problems 

Here and now, in this twentieth century, the advanced nations 
of the world are confronted with two closely related but essentially 
different problems which affect their fundamental patterns of 
living. At bottom, these problems arise out of a common cause—- 
the immense leap forward in scientific mastery of men over things. 
Scientific knowledge of the iDhysical world, and still more the 
technical power of applying it, have moved with so gigantic 
strides as to make men’s physical environment. I'adically different 
from what it was less than a generation ago. The most spectacular 
manifestations of this scientific revolution, are, first, the annihila- 
tion of distance, -and Secondly the terrifying increase in destructive 
power. Moreover, though wlijit has bee?i accomplished already in 
both these respects^is much, the world is f)lainly not at the end of , 
the process, but finite npar the beginning. There is more, much 




more, to come, and to come, soon; and accordingly tlie task of 
adaptation that laces mankind is not simply that of assimilating 
■what has been already accomplished, but also that of being ready 
to assimilate a great deal more, f 

I have begun with the two most spcctacuku' manifestations; but 
let us be clear that they are only inanilcstations, imd not tlic thing 
itself. They arc applications, to transport and commimication, 
and to the arts of war, of a scicntilic revoluliou which is,dcstincd' 
to affect the entire structure of human society, and the living 
pattern of every community and of every man, woman and child 
in the world. The impact of this seientific revolution will be 
uneven; it will take time to communicate its elfects to the utter- 
most ends of the earth. But it is of such a nature that no one and 
no society, no matter how unknowing or how isolated, will be 
■for more than a little iime beyond range of its effects. 

Abolition of Poverty 

What has happened, or is happening, is nothing less than this. 
In all previous ages, up to our owit, poverty has been the unavoid- 
able lot of the great mass of mankind. Not the poverty of the slum, 
or the social outcast, but poverty in the sense of sheer shortage of 
what is wanted to give a satisfactorily rounded life, good health, 
and opportunity for ment.al and moral development. Throughout 
the history of maiikind, it has been possibk; for some men to enjoy 
these advantages only on condition that others, immensely more 
numerous, w-ent ■without tlicm. Every aristocracy has enjoyed 
advantages — real advantages as wcJl as the dubious advantages 
of superlluity — which it has been physically impossible to extend 
to the generality of men, even within the same community, much 
less over the whole world. Every rich or tolerably well-to-do 
person has always known that he enjoyed liis prosperity on these 
terms. Whether he has taken it for granted, or justified it as his 
right by virtue of innate nobility or of service, or felt, uneasy 
about it, or simply grabbed it, he has always known that, if he 
had it, most others could not have it too. The struggle for bread, 
and for everything beyond bread, has been an inexorable fact, 
from which no man who i-vas not content with utter poverty 
could escape. Anyone who advocated economic equality, or com- 
munism in the older sense of the term, in any age up to the present 
was in eS'ect condemning everybody to* a ntm-owly limiting 
poverty, at all events unless he restficted his notion of ec^uality to 
some small community; of men, productive enough to live toler- 
ably well as equals, provided they did not^teother their heads 
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unduly about the poverty lying beyond the gates of thc.ir 
enchanted city or island. 

True, at certain times in the past certain men have persuaded 
themselves that this was not so. Robert Owen so persuaded him- 
self under the influence of the great enlargement of productive 
power in Great Britain and America that followed on the Indus- 
trial Revolution and on the contemporary advances in the 
.agricultural arts. But Owen was mistaken. The improvements in 
productive capacity were realj but they were not at that stage 
'great enough to make possible an end of poverty, even if they 
could have been diffused over the whole earth. 

The Population Problem 

It may be ai-gued that again to-day it is a mistake to suppose 
that the technical means of conquering ^poverty are in men’s 
hands. But the conditions are radically different from those of 
the early years of the nineteenth century, when, while Owen 
foretold the millennium, Parson Malthus looked forward only to 
an increasing pressure of population on man’s narrow means of 
subsistence. We have, no doubt, still vast population problems 
ahead of us in India and in the Far East, where for some time yet 
the fruits of technical progress may be swallowed up by an 
unmanageably rapid rise in the numbers of the people. But we 
know now, as Malthus did not, that there are limits to this 
fecundity of the human race — or rather to the effects of a falling 
rate of infant mortality upon total population trends. In Western 
Europe, we have passed from the fear of being too many to that 
of being too few; and we can feel fairly sure that less advanced 
countries, as they develop in the arts of industry and hygiene, 
will pass through much the same phases of vital evolution as we 
have experienced ourselves. Rapidly rising population, in 
countries only learning the mastery of nature, may defer, but 
cannot in the long run prevent, the improvement of productive 
■power per head of population, on which the possible standard of 
living depends. 

Poverty no longer Necessary for Reasons of Technique 

Subject to this delaying factor, which is of course very 
important, I believe the problem of productivity to have been 
Solved, or to be at any rate very hear solution, in. a purely technical 
tense. There is no longer any absolute reason, arising out of the 
weakness of our power over nature, wljy we should not, almost 
at once in the more advanced? communities, and before very long 
in: the less advanc^i, produce enough wealth to lift evbrybne, not 
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iT^erely above primary poverty, but into an affluence sufficient to j 
provide the means for a satisfactorily rounded life. There is, 
accordingly, no longer any absolute reason why the well-to-do- I 
ness of some should imply and involve the ill-to-do-ness of others. f 
There is no longer any absolute barrier iir the way of our going, j 
at any rate in the more advanced countries, as far as we wish in 
the dii’ection of economic equality, with, out condemning every- 
body to a standard so low as clearly to fall short of re:isonable 
human needs and desires. 

'I'here is no absolute reason; Init it is, of course, no simple | 
matter to transi'orm a technical possibility into a practical work- [ 
ing reality. Even in the most advanced countric.s, the actual as 
distinct from the jrotential outirut ofu'calth falls still far short of j 
what is needed; and in the less advanced countries the situation 
is infinitely worse. Let ps confine our attention for the moment to 
the more advanced countries which have been living under the 
system of capitalism. 

What limits Output? 

In these, except in time of war, output has been limited, not by 
the technical possibilities, but by the expectation of the profits to 
be derived from producing more or less. In wartime, this is not ! 
so; but then a large part of the national man-power is withdrawn ,■ 

from production and applied to other uses. Even so, very largt^ j; 
output is achieved with reduced man-power; but the total wealth , * 
produced under war conditions is obviously no indication of what 
could be produced in time of peace, if all the country’s man- ? 
power could be applied to the task. 'I’lie experience of war serves 
only to show how great the normally unutilised powers of pro- 
duction are. It shows plainly that they tire far in cxces.s of the 
apparent loss of production due to leaving a substantial fraction 
of the available workers unemployed. i 

If the limit to output in time of peace i.s not technical, evidently ,,j, 

no advance in technique will of itself remove it. Thus, immense | 
advances in technical power to produce may be without effect on 'j 
the total volume of production unless the non-technical obstacles 
in the way of expansion can be overcome. Technical advances 
will doubtless cause certain goods to be made at lcs.s real cost, 
and more of some goods to be made than would have been made 
without them. But more output of one kind may go with les.s of. 
another; and the reduction in costs may mean the unemployment 
of redundant workers, rather than their etnployinent elsewhere. 

Lam not saying that this always hajlpens. It does not. But enough ^ 
of it happens to make our advances in actuah-production lag an 
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immense way behind our advances in technical productive powei'I 

What is the technical power to produce? It is the knowledge of 
the means which can be relied on, if they are applied, to yield 
certain! technical results. The translation of this knovdedge into 
practical productive capacity requires, as a rule, the manu- 
facture and installation of improved machinery, power plant, 
and other requisites, which have themselves to be produced at 
Certain c»sts in man-power and in the use of materials and existing 
capital equipment. Someone has to be prepared to order the pro- 
duction of this equipment before the technical possibility can be 
translated into a positive capacity to produce. Whether anyone 
will be prepared to do this depends, in our existing capitalist 
societies, on the forming of an expectation of profit, on a 
sufficiently attractive scale, to be derived from the investment. 
Moreover, even if this expectation exists £lnd the investment is 
made, the effect may be, not to increase total output, but merely 
to drive less efficient instruments of production out of use, leaving 
the amount of production as before, but the labour used in 
making it less. Even if total output is increased, the increase may 
be much too small to reabsorb all the labour that has been 
displaced. 

J\^ew and Old Capital 

This extinction of old capital values as a result of the develop- 
ment of more efficient instruments of production is, of course, an 
essential part of the practice of capitalistic competition. As long 
as capital instruments were not very costly in relation to the selling 
prices of their products, the process appeared to work fairly easily, 
and not much account was taken of the wiping out of existing 
capital values before their physical life had been exhausted. But, 
as plant became much more costly in relation to the current 
costs of manufacture, the situation changed. Owners of plant 
threatened with obsolescence viewed with the greatest alarm the 
prospect of having to write it off, and were prepared to take any 
means within their grasp to stave off the calamity; while, even 
from the social standpoint, it became impossible to contemplate 
with equanimity the prospect of technical developments which 
might render entire great industries obsolete. Who could con- 
template simply writing off the railways if alternative forms of 
transport appeared to offer greater advantages in terms of real 
cost; or writing off alTthe mule-spinning capacity of Lancashire 
if ring-spinning seemed technically sup&ior; or, in effect, con-^ 
demning to death ajt.y large section of inckistry which.embodied 
costly capital asset? and affected the fortunes of many thousands 
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01 shareholders and proprietors — to say nothing of many more 
thousands of workers and their dependants? 

The new situation has another aspect. In many cases the new, 
technically superior methods of production are such as can yield 
up their technical advantages only if they are installed on a very 
large scale, and are enablej.! thereafter to run at or near their 
maximum capacity. If the scale has to be large, there are few 
who can afford to embark upon the venture. In such branches of 
production, entrepreneurs of initiative cannot begin on a small 
scale, and work their way towards a larger capacity. Investment 
becomes a matter of all or nothing; and in tlicsc circumstances it 
is often the case that in practice the only agents who can introduce 
the new methods arc the existing large firms which have a strong 
vested interest in the old. If they erect new plants, they will be 
competing, not with rivals whose misfortunes they may regard as 
no affair of theirs, but with themselves. It is their own older plant 
that they will be driving out of business, and their expectations of 
profit from venturing on the new will therefore be subject to a 
deduction in respect of their expected losses from the writing off 
or down of existing assets. They will accordingly not be tempted 
by a prospect of gross profit that would be enough to attract them 
M'ere it not subject to any countervailing loss. 

If Demand were Unlimited 

If the demands of the market were unlimited, these deterrents 
would not apply. It would then be possible for the cairitalists to 
keep the old plant running beside the new, scrapping it, subject 
to the exception made later in this paragrapli, only as it wore out 
physically and had to be renewed. I'he product could then be 
sold at a price fixed in relation to the liigliest cost of production 
per unit, and a surplus profit would arise on each unit produced 
in a more efficient way. Such a situation would be a capitalist 
paradise, with what Marshall used to call “producers’ surpluses” 
accruing right and left at every advance in technical efficiency. 
Some old plant would still be scrapped before it was worn out, 
but only when no labour could be found to man it — all the avail- 
able labour being needed to man the superior instruments of 
production yielding a larger return. This is what might happen 
if capitalist societies could actually succeed in establishing con- 
ditions of ‘full employment’ — that is to say, conditions under 
which the first rule of the society would be that all the available 
labour must be profitably eraploye.d. 

In fact, no such situation ever has existed iUjU capitalist society; 
and in nty view none such ever will. For consider what it would 
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involve. Selling prices would have to be such as to keep in opera- 
tion enough of the less elBcient instruments to take up all the 
available labour. In view of the very wide differences in efficiency 
between old and modern plants, each able to work to full 
capacity, immense surplus profits would accrue from the opera- 
tion of the more efficient plants. The workers, seeing these profits, 
would demand higher wages — the more so because of the high 
’ prices-^ihe consumers, seeing them, would press for lower prices. 
,But either a rise in wages or a fall in prices would render 
unremunerative some of the less efficient plants, and would thus 
drive them out of production. Full employment would then have 
to be restored by providing still more up-to-date plants; and as 
these came into production the same situation would recur. 

Moreover, the situation here postulated implies that there 
would be a demand, at any price needed to keep all the available 
labour employed, for all that could be produced. There is no 
absolute reason why this should not be the case; for the high 
prices would inflate the incomes of profit-makers, who would be 
free to spend them either on new capital goods or on consumers’ 
goods and services. If they spent their surplus incomes largely on 
consumers’ goods and services, the effect would be simply to bring 
about a shift towards luxury production; and this would probably 
increase the discontents both of the workers and of the poorer 
consumers, and would intensify their respective pressures for 
higher wages and lower prices. If, however, the surplus profits 
were spent mainly on capital goods, the effect would be to drive 
old instruments of production more rapidly out of use, because 
of a shortage of workers for keeping them in action. Only if the 
recipients of surplus profits refused to spend them at all would it 
become absolutely impossible to keep demand at a high enough 
level to absorb all that could be produced. 

A state of affairs in which, either on account of rising wages and 
falling prices or on account of high savings by the recipients of 
surplus profits, new instruments of production were continually 
driving older instruments out of use long before they were worn 
out may appear, on the face of the matter, to be thoroughly 
desirable, as ensuring steady and rapid technical progress. There 
are, however, serious difficulties. If the high investment is based 
on high profits, derived from high prices and low wages — that is, 
if the pressures from consumers and producers are successfully 
resisted by the capitalists — -the 'capit^sts must be induced to 
invest continuously in competilion with'dremselves, so as to render 
their own existing capital instruments o^ssolete. Is jjot ,a large 
section of the capitalists likely, under such conditions', to hold 


back from investment, in the hope of preserving existing capital 
values? To the extent to which this occurs, equilibrium can be 
kept only if the State steps in and, by itself investing in new capital 
goods, maintains the total current demand for goods and services 
at the required level. But State investment may under such con- 
ditions further discourage private investment, and no limit can 
be put to the amount of public investment that may have to be 
made. Instead of capitalism, before long this developing situation 
might, as we shall see, lead straight to a kind of socialism. 

On the other hand, if the need for new investment to reduce 
costs arose from successful pressures from producers and con- 
sumers for higher wages and lower prices, a different set of forces 
would be put in motioir. Full employmeirt, under capitalist 
conditions, involves the maintenance of profit incomes at a con- 
tinuously high level '’ and — ^what is the same thing stated in 
another way — the maintenance of prices at levels dictated by the 
costs not of the most but of the least efficient methods of produc- 
tion actually in use. It involves that every rise in wages and every 
fall in prices must be offset by a fall in costs due to more efficient 
production. That this should come about would, no doubt, be in 
full accordance with the traditional laws of political economy. 
It would, indeed, reflect precisely the conditions that were 
assumed in these laws, but have never been found fully in exist- 
ence in any capitalist society. The classical economists, it has 
often been pointed out, always assumed full employment; and 
they assumed also that the benefits of increasing productivity 
would be passed on, if not in higher wages, then in lower prices 
to the consumers. Naturally, if wc proceed on the basis of 
assuming continuous full employment in a capitalist .society, as 
we have just been doing, we arrive at a state of affairs closely 
resembling that which they derived from the same basic assump- 
tion. The only difference between our assumption and theirs is 
that, whereas they assumed full employment to arise natiu’ally 
out of the competition of the labourers for jobs, wc are assuming 
it to be maintained deliberately by the action of the State in 
keeping demand up to the level required to absorb all the 
available man-power. 

Heading for Socialism 

But this diflerencc, it will be said, totaliy alters the situation. 
The workers, relieved of the fear of unemploynfent, will now be 
hi a position to exact higher wages, •or the consumers lower prices 
(but not both) to the extent to which techmcifc(,advances actually 
applied reduce production, costs, so as to leave the profit margins 

196 ■ 


intact. Beyond this it will not be possible to go, without adversely 
affecting the volume of employment, which would then have to 
be restored by further investment. As profits on new and efficient 
instruments of production will still be high, and the investment 
will offer good prospects of profit, there seems to be no reason 
wh^ it should not be made. But will the non-capitalist sections of 
the community be prepared to allow matters to go on in this way? 
’Will thijy not press, as consumers, for lower prices, and, as 
^workers, for higher wages, beyond what the process of improving 
productive efficiency will stand? Surely the consumers will argue 
that the high pi’ofits secured by the entrepreneurs show that 
goods could be sold more cheaply, and the workers that the high 
profits prove that still higher wages could be paid; and both 
these claims will be correct, but only on the assumption that 
wages need not be based on the productivity of the workers whose 
labour yields least value, because they are employed on the least 
efficient machines, and that prices need not be based on the 
highest costs of production. If average costs and average pro- 
ductivity, instead of marginal costs and marginal productivity, 
can be taken as the basis for fixing prices and wages, consumers 
■ and workers can fare better, at the expense of profits. But if that 
happens, and surplus profits from the use of the most efficient 
instruments of production disappear, the incentive to invest 
in such instruments is destroyed, and private capitalists will 
no longer be willing to provide them out of their reduced 
incomes. 

Thus, the pressure of wage-earners and consumers for higher 
wages and lower prices are factors making for a high level of 
investment, because their effect is continually to drive old instru- 
ments of production out of use, but are this only as long as wages 
and prices continue to be settled in accordance with orthodox 
marginalist principles. If either of these pressures is successful in 
inducing a departure from the marginalist principles and in sub- 
stituting average for marginal productivity or cost as the basis for 
wages or prices, one of two things must happen. If each firm has 
to pay the wages thus settled and to sell at the piices based on 
average costs, the less efficient firms will be driven out of produc- 
tion at a greatly increased rate, and a much higher level of new 
investment will be needed for replacing them. If, on the other 
hand, costs are pooled among the high and low cost firms, the 
less efficient firms will be enabled to remain in production; but 
the profits to be expected fr(jjm new ii?vestment will be greatly 
reduced, and the ^illingness of entreprifeieurs to inyest„will bfc 
affected. * 
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'This constitutes a strong case against pooling of costs, such as 
has been applied in the coal-mining industry prior to nationalisa- 
tion, if reliance is to be placed on private investment for the 
supply of new means of production embodying up-to-date ''tech- 
niques. On the other hand, if there is no pooling, the need jFor 
new investment will be increased, but at the same time the 
prospect of profit from it will be reduced if the investors are no 
longer to retain the full advantages of the superior efficiency of 
the new plant. Prices based on average costs will be lower, and 
wages based on average productivity higher, than under the 
marginal system; and there will be, in this case also, a tendency 
for the volume of private investment to decline. 

In either event, then, it will be practicable to maintain full 
employment only if the State steps in to sustain investment at the 
level required. The Sthte could do this either directly, by itself 
undertaking enough investment to supplement what private 
agencies were willing to provide, or indirectly, by the State or 
the banks on its behalf inducing additional private investment by 
making capital available on especially easy terms. In other words, 
the State could either step into the private capitalists’ vacant 
shoes, or subsidise private capitalism in order to induce it to 
keep up i^roduction to a satisfactory level. 

The first of these policies would evidently lead to a gradual 
substitution of State Capitalism for private capitalism, so that 
the State would come to be the owner of an increasing proportion 
of the instruments of production, and especially of the most 
up-to-date. Private capitsilism would decay, and would at last 
hold its own only in the industries which require relatively little 
capital and produce on a relatively small scale. A kind of 
Socialism would be introduced gradually, as the outcome of the 
pursuit of full employment. 

The second policy would have a different result, as long as it 
lasted. It would make private capitalism rhanifestly the pensioner 
of the State, and the State manifestly the upholder of a capitalism 
no longer able to stand on its own feet. The outcome would be, 
almost certainly, a political revolt of the people, which would lead 
to Socialism by a different road. For why should the people con- 
tinue to pay the capitalists tribute, if the alleged service of 
capitalism as the provider of capital and enterprise is no longer 
being performed? 

Is there a Stopping Point ? » 

WhatJ am arguing, ili effect, is that the pui^pt of full employ- 
ment in S capitalist society will lead unavoidably to conditions 
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that will end up in some sort of Socialism. It may, however, be 
contended that this need not happen if neither the wage-earners 
nor the consumers press their demands beyond what can be met 
withaut decrease of the profit-margins accruing to the more 
efficient entrepreneurs. This, no doubt, is the vision of the future 
wlfSch appears before the eyes of the more sanguine upholders of 
capitalism, especially in the United States. It involves, however, 
the holding of an exceedingly neat balance; for a full employment 
policy clearly cannot work unless the outlets for consumption are 
sufficient to absorb all that can be produced, over and above what 
has to be produced to meet the current demand for investment 
goods, Wages and prices must be held exactly at the combined 
levels which will achieve this result. But can they be so held, 
when it will seem to most wage-earners that wages are too low, 
and to most consumers that prices are tooffiigh, in view of the big 
profits which will be accruing to the owners of the more up-to- 
date instruments of production? ■ 

There is, indeed, a possible way of preserving this precarious 
balance, if the demands of wage-earners and consumers are met, 
not by raising wages or reducing prices, but by taxing profits and 
using the tax-proceeds for the expansion of the social services. 

But this solution too has its difficulties. High taxation of profits is 
bound to react on private investment, not so much through 
lowering the net incentive to invest as by reducing the incomes 
from which funds for private investment are mainly drawn. If 
capitalist profits are largely taxed away and used for social 
services, it will become necessary for the State to supply the new 
capital which will no longer be forthcoming from private sources, 
and thus, again. Socialism will come in, by one or other of the 
two roads indicated in the preceding discussion. 

There is nothing accidental about all this. It is the logical 
outcome of the acceptance of political democracy. If once the 
power to determine the social structure is given to the common 
people, they are certain, sooner or later, having discovered their 
power, to use it in order to insist on increasing both their share in 
the national wealth and the size of the cake that is available for 
sharing. This leads them to insist, first, on being maintained when 
they are unemployed or sick or past work — that is, on a develop- 
ment of social services financed, at any rate in part, by progressive 
taxation. It leads them to demand, secondly, that the State shall 
assume the responsiUility for finding them work and for main- 
taining production at the,: j|iighest practicable level. The first 
demand capitalism can meet without sunrendering any of its kdy 
points of power '.•fire second, as we have seen, it cannot meet 
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without gradually forfeiting its authority. Yet the second demand, 
as well as the first, is certain to be made, as soon as the common 
people get it into their heads that the power to shape society is 
ultimately theks, and does not belong of right or preroga'tive to 
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CHAPTER V 

THE EVOLUTION OF SOCIALISM 

r|^ 

Ihe words ‘Socialism’ and ‘Socialist’ came into use first 
in England and France in the eighteen-thirties to’ describe certain 
schools of social doctrine which were then exerting a widespread 
influence in both countides. In France, the followers of Fourier 
were urging that human happiness could best be promoted if 
men were to live together in ideal communities, called Phalan- 
steries, pooling their labours in the common service; while the 
followers of Saint Simon were insisting that the victories of 
science and the paramount importance of the industrial arts 
called for a shift of power from the old governing classes to the 
‘industrials’ — those who held the mastery of the new techniques 
of production — and that science, given power, would be able 
speedily to make an end of poverty and war and to rebuild the 
life of the peoples on soundly scientific principles of social and 
economic organisation. Meanwhile, in Great Britain, the followers 
of Robert Owen were advocating the establishment of Villages of 
Go-operation, in certain respects resembling Fourier’s Phalan- 
steries, but resting in pther respects on widely different ideal 
foundation^c^he word ‘Socialists’ was applied at this time mainly 
to the Fourierists and Owenites, fi*om whom it was extended to 
the Saint Simonians and to other schools of thought which were 
calling for a change in the entire basis of the social system. 

The Utopian Socialists 

An outstanding diflTerence between Fourier and Owen was 
that, whereas Owen based his social ideas on the achievements of 
the Industrial Revolution, which he believed to have put the 
means of conquering poverty and ending exploitation into men’s 
hands, Fourier thought hardly at all in terms of machinery, and 
based his Utopia on handicraft and the intensive cultivation of 
the land. He believed that men needed good food and plenty of' 
it, but not much else lhat had a high cost in labour. The houses, 
the furniture, tKe simple clothing, anij the other requisites of 
living in his Phalansteries be thought could be provided with 
comparatively littlfliefFort, mainly by handicraft; and hq Believed 
that most of the labour-time of the people could be devoted to 
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the production and preparation of food, and that the performance 
of this work, rightly organised mainly as horticulture, could be 
made a pleasure instead of a bui’den, and could leave men with 
ample leisure for every sort of simple recreation and enjoyihent. 
Fourier himself loved good, well-cooked food, and wanted every- 
one to be able to enjoy it. He believed that the irksomeness of 
labour arose mainly from men being kept for long hours day 
after day to a single specialised task, and urged that, instead, 
every man should have many different occupations and should 
work at none continuously for more than a short spell. Fie laid 
great stress on free choice, as well as on frequent change, of 
occupation, and believed that, under the conditions he proposed, 
there would soon be no need for cury compulsion to labour. Fie 
did not, however, advocate communism of goods in any full sense. 
He believed that work^ including management, should be paid 
for, at varying rates according to skill and responsibility; and he 
also advocated setting aside a part of the product of industry to 
pay a dividend to the owners of capital who joined his Phalan- 
steries, but on a falling scale, so that the poor man would receive 
for each share a much larger dividend than the rich. This, it will 
be seen, was in effect equivalent to a highly progressive tax on 
unearned incomes. 

Owen’s Villages of Co-operation were based on a somewhat 
similar plan, except that Owen, himself a great master cotton- 
spinner who had espoused the cause of the workers, thought of 
his Communities as specialising, some in intensive agriculture and 
some in the various branches of industrial production, and as 
exchanging their surpluses one with another both within and 
across national frontiers, which he believed the new social system 
would speedily render obsolete. Owen also recognised the claim 
of capital, but in the form of fixed interest instead of dividends; 
and he believed that the capitalist class would die out of itself 
under his system, voluntarily renouncing its claims when it had 
experienced the advantages, and imbibed the fraternal spirit, of 
the new order. 

Saint Simon, the other chief progenitor of modern Socialism, 
made no plans for ideal communities. He wished men, not to 
found the new order by cutting themselves apart from the old, 
but to capture and transform the old society by changing the 
character of its government and displacing political by economic 
rule. _Saint Sirnon recognised the primacy of economic and 
scientific forces in shaping the courte of social evolution. Fie was 
on the side of the peoplf; but his doctrines couifl be reinterpreted 
as leading to a kind of technocracy, with scientifically-nainded 


business men replacing kings and nobles and gentlemen as a nfiw 
governing class. He tended to think of the ‘industrial’ class as a 
single entity, opposed to the old aristocracy based on land: he 
did not think in terms of class-conflict between capitalists and 
workers. Nor, for that matter, did Fourier; and Owen, who on 
account of the more advanced stage reached by British capitalism, 
saw the possibility more clearly, also repudiated such conflict and 
proclaimed a ‘New Moral World’ which enlightened men of all 
classes could join in bringing to birth. 

Babeuf and the Forerunners of Modern Socialism 

The doctrine of class-struggle, except in the form of a struggle 
between aristocrats and ‘industrialists,’ was associated at this time 
not with any of the schools known as ‘Socialist,’ but rather with 
that of Babeuf, whose Conspiration des Egaux (Conspiracy of the 
Equals, i.e. advocates of social equality) was the last manifesta- 
tion of the revolutionary spirit in France before Napoleon’s 
conquest of power. The followers of Babeuf preached a doctrine 
much closer to Communism than any of the Socialist schools; but 
they, like the Fourierists, belong essentially to a stage of thought 
prior to the Industrial Revolution and to the development of a 
capitalism based on the power-driven machine. They envisaged 
an equalitarian society mainly of peasants and handicraftsmen: 
the new thing about them was that they set out to achieve this 
society by means of organised social revolution and the dictator- 
ship of the proletariat, by which they meant the propertyless 
classes. 

It would, of course, be possible to trace the evolution of 
Socialist ideas, in essence though not in name, much further back 
than the French Revolution of 1789 or the British Industrial 
Revolution which was broadly contemporary with it. Communist 
ideas were present in More’s Utopia and found a much more 
definite expression in the writings of Gerrard Winstanley and in 
the Digger movement during the Civil Wars; and in France there 
were Utopian Socialist writers, such as Mably and Morelly, before 
the Revolution. But I am not now writing a history of Socialism; 
I am only giving an outline of what is necessary to the under- 
standing of its development in the world of to-day. I For this 
purpose, the Industrial Revolution forms the natural starting- 
point in Great Britain and the Revolution of 1789 in France; for, 
though France, was far behind Great Britain in the development 
of steam-power, -the fernienUof ideas Sbt on Toot by the French 

1 For a fullef, bu|*still brief, account see tb§ article “Socfalism,” which 
I have written for the new edition of the B»ieyc/(y5<erf!a Bhtonnica. 
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Revolution mingled v/ith the economic factors at work in Great 
Britain to lay the foundations for a Socialist movement based 
mainly on the working classes. ^ 

Babeuf, then, and his followers, from whom descended the 
school of Auguste Blanqui, supplied the ideas of social revolution, 
of class-struggle between proletarians and property-owners, _ o 
proletarian dictatorship, and of social equality as the aim. Saint 
Simon, by his insistence on the primary importance of economic 
and technological forces, supplied the germ of the doctrine known 
as the ‘materialist conception of history,’ which Marx and Engels 
later developed with the aid of the Hegelian dialectical phil- 
osophy. Fourier supplied the idea of so organising work as to 
make it a pleasure instead of a burden, and was the iDioneer in 
formulating a psychology of the work-process and in seeking to 
find new incentives in substitution for those of fear and want. 
And, finally, Owen was the first to seize clearly on the idea that 
the Industrial Revolution had made an end of the need for men 
to struggle one with another for the means of living and had thus 
rendered competition unnecessary as the basis of the economic 
order, and made the way open for co-operation instead. Owen 
was also the first to proclaim what was in effect the modern 
doctrine of ‘full employment,’ and to see that socialised control 
of the means of production was the way of ensuring their full 
use for the common benefit. 

Paine, Godwin, and ike Ricardians 
To these four streams of thought that went to the making of 
Socialism must be added three others. Tom Paine, having made 
himself, in his Rights of Man, the champion of the principles of 
the French Revolution and the outstanding advocate of com- 
plete political democracy based on universal suffrage and repre- 
sentative government, went on in the second part of his book, 
published a year later, to outline a far-reaching plan of social 
reform in which he anticipated many of the features of modern 
progressive legislation — ^including, among many other proposals, 
heavy taxation of large incomes for the financing of old age 
pensions and other social services. William Godwin, in his 
Political Justice, sAso called forth by the revolution in France, 
made himself the champion of the belief in human perfectibility, 
based on education and on the development of the reasoniirg 
faculties of the common p^oplej while, by his faifh in reason hnd 
in voluntary action ins^hed by it, lie was led to foretell the dis- 
appearafflce''of governmental coercion and tonljecome the fore- 
runner of modern Anarchism. Finally, the publication of the 
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writings of Hicardo, in which the economics of the new industrial 
capitalism first found their full expression, provoked, in conjunc- 
tion with the plain facts of the developing class-struggle between 
capitalists and labourers in Great Britain, a number of answers 
in which Ricardo’s doctrines were transmuted into an anti- 
cafiitalist form and were used to demonstrate the exploitation of 
labour by the owners of capital and the inevitability of class- 
conflict, under the capitalist system. The foremost of these 
‘Ricardian Socialists,’ as they have been called, were Thomas 
Hodgskin {Labour Defended and Popular Political Economy), in most 
respects a follower of Godwin, and William Thompson of Cork 
{Labour Rewarded and Principles of the Distribution of Wealth), 
a leading Owenite Socialist, 

The ‘Communist Manifesto' ,, 

It was the achievement of Karl Marx, aided by Friedrich 
Engels, to bring ideas drawn together from all these sources into 
a comprehensive system of Socialist doctrine. In the Communist 
Manifesto, published in the year of European revolutions, 1848, 
Marx and ,Engels appeared as the prophets of a new ‘Scientific 
Socialism’Jln which was displayed the historic mission of the 
working class. From the Saint Simonians came the conception of 
the evolution of the ‘powers of production’ as the determining 
force in social affairs; but it appeared transformed, under the 
influence of Hegel, into a dialectical theory of revolutionary 
development. From the critics of Ricardo came the theory of 
surplus value, that is, of the exploitation of the possessors of 
labour-power by the owners of property in the means of produc- 
tion; but here too the doctrines of the ‘Ricardian Socialists’ were 
transformed into a systematic critique of capitalist society and of 
its institutions and processes of thought. From Babeuf and his 
fellow conspirators came the conception of the pi’oletariat as a 
class destined to set up its dictatorship on the ruins of capitalism; 
but Babeuf ’s crude conception of the proletariat and of the revolu- 
tionary process were transformed from the notion of conspiracy by 
a chosen few into that of the open conspiracy of an entire class— 
the working class— organised in a mass movement for the over- 
throw of capitalist society. From Owen Marx took the ideas of 
‘labour-power’ and of ‘socially necessary labour time’ as the deter- 
minant of its value; but he had no use for Owen’s model com- 
munities or for dais projects of ‘Labour Exchanges,’ in which the 
workers could exchange theij products at their values in hours of 
labour and thus dispense with the eapitalist market.' From 
Fourier, indeed, *Snd from Godwin Marx took little* or *nothing; 
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fof their belief in voluntary association had no appeal for him. 
He thought essentially in terms of concentrated power, incarnate 
in the State, which he regarded as a mere “executive committee 
for managing the affairs of the ruling class as a whole,”"' and 
therefore set out to challenge and to supersede by a new instru- 
ment made in the image of the working class, its destined 
successor. Nor did Marx derive much from Paine; for he had no 
belief in the magic of representative government and universal 
suffrage as means to the promotion of welfare by way of social 
reform. lie believed not in reform but in revolution as the con- 
summation of the class-struggle between exploiters and exploited 
for the possession of power. 

The Materialist Conception of History 

The cardinal doctrinb of Marxism is the so-called ‘materialist 
conception of history.’ The history of mankind, according to 
Marx, is essentially a history of successive class-struggles arising 
out of the development of the ‘powers of production’ — by which 
he means the command which men have over nature by virtue 
of their knowledge of the means of shaping natural forces to serve 
their ends. Each stage in this development requires for the use of 
the ‘powers of production’ a'certain economic structure of society, 
which Marx calls the ‘conditions of production.’ This structure 
involves certain relations between man and man — at one stage 
the relation between master and slave, at another that between 
lord and serf, and at yet another that between master or employer 
and wage-worker. It also involves the appearance of intermediate 
classes, such as the bourgeoisie, or capitalist class, which begins its 
career as a class intermediate between the feudal aristocracy and 
the unprivileged majority, and presently pushes the aristocracy 
out of the seats of power and occupies them itself. The State, on 
this showing, is at each stage of economic development simply the 
political superstructure which the governing class erects for the 
legal enforcement of its claims. Moreover, the ideas which men 
form about society and about themselves and their relation to the 
world take their colour from the class-structure; and often con- 
flicts which seem to be about religion or ethical princiiffes are in 
reality disguised forms of the struggle of classes. The well-known 
phrase “Religion is the opium of the people” means that one 
governing class after another has endeavou;:ed to instil into the 
governed religious sentiments which will lead to a passive obedi- 
ence to authority and to £n acceptamce of evils and injustices in 
this world on the plea that all will be set right %the life to come. 

The prcTcess of history, according to Marx, is ‘dialectical.’ By 


this he means, very broadly, that development from one stage, of ■ | 

civilisation to another takes place, not by a smooth and gradual | 

progress, but by way of conflict. This notion Marx derived from I 

Hegel’s ‘dialectical,’ or dynamic, logic, as contrasted with the i 

static formal logic which had held sway from the days of Aristotle. j 

Aficording to Hegel’s conception, the nature of things is not to 1 

remain static, but to change. A thing does not merely stay what I 

> it is, i| turns into something different under the influences to f 

which it is exposed. The static notion of difference, the contrast 
between being ‘A’ and not being ‘A,’ misconstrues reality; for 
‘A’ is in truth always in process of becoming ‘not-A.’ I'his inter- 
action Hegel represents as a conflict, whereby out of ‘A’ and its 
opposite is generated something different from both. On the uni- 
versal plane, Hegel conceives of the process of history as a series 
of conflicts in the realm of ideas, and he sepresents this process as 
the struggle of the universal Idea (with a capital I) for self- 
realisation and the elimination of contradiction in a final synthesis 
embracing all reality. Each stage is expressed, not as one of the 
familiar syllogisms of formal logic, but as a dialectical opposition 
of thesis and antithesis, leading through conflict to a synthesis 
which becomes in its turn thesis, meets with its antithesis, and is 
resolved into a new and higher synthesis. 

The Marxian Dialectic 

Marx took over from Hegel this apparatus of the dialectic and, 
as he himself said, turned it upside down. In place of the self- 
evolution of the universal ‘Idea’ he put the development of human 
society, and in place of the successive conflicts of ideas successive 
contests between men, or rather between classes; for Marx’s 
thought was dominated by the notion of social classes as somehow 
more real than the individuals who make them up. For hirh the 
capitalist class was more real than the single capitalist, whom he 
regarded as merely one of its units, and the working class than 
the individual ‘detail-labourer,’ whose work under capitalism 
seemed to have meaning only when it was combined with the 
work of others in turning out a social product embodying the 
contributions of many labourers. Marx saw world history as 
developing fundamentally through the advance of human know- 
ledge, which was continually altering the ‘powers of production’ 
at men’s command. But, whereas knowledge could advance 
gradually — albeit inffact it often made sudden leaps— -the adapta- 
tion of the ‘conditions of pr(j(duction,’.4hat is of economic systems 
and economic and political relations between men and men, was 
obstructed by thsf resistance to change of the classes'lm possession 
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of power. For this I’eason, human history pi'ogressed not steadily 
by continual adjustments, but by sudden revolutions, when the 
pent-up forces of revolt within the existing order could no longer 
be restrained, but burst their bonds and insisted on the thorough 
transformation of society to a new pattern corresponding to a 
higher phase in the evolution of the powers of production, Etich 
such change, he held, planted a new ruling class in authority, up 
to the stage at which the proletariat, having conquered t|ie capi- 
talists, would have no under-class left |;o subject to exploitation. 
Then, after a transitional period of proletarian dictatorship, 
during which the superseded governing classes would be finally 
liquidated, men would arrive at a classless form of society free 
from social antagonisms, and, to use Marx’s expression, “pre- 
histoi’y” would end, and “history” begin. 

This conception of, history Marx and his followers called 
“materialist,” in order to distinguish it sliarply from Hegel’s 
“idealist” conception, which at the time dominated European 
thought. The name has been a cause of much misunderstanding, 
though Marx himself emphasised the difference between his ‘dia- 
lectical materialism’ and what he called the ‘crude materialisin’ 
of certain other schools. Marxism was in truth materialist only in 
the sense of denying the Idealism of the Hegelians, and not in that 
of denying the reality of mind. What he asserted was the reality of 
the objective world of men and things, in which mankind made 
its own history and was not merely the instrument of some tran- 
scendental immaterial Spirit. ‘Realist’ pcrliaps describes better 
than ‘materialist’ the essence of Marx’s attitude; but the name 
has become too well established to be displaced. i 

The Assumption of Progress 

It will be seen that Marx’s philosophy was essentially one that 
took progress as one of its assumptions. Like Hegel, he was 
unvisited by any doubt that the evolutionary process was from 
lower to higher forms of organisation, or, in other words, that 
civilisation was advancing as men’s power over nature grew 
greater and the processes of production became more and more 
‘socialised’ with advancing techniques. The more developed, the 
‘powers of production,’ the greater the need for co-operation 
among men in their use. Accordingly, complete ‘socialisation,’ 
involving common ownership and common use of the means of 
production by society as ip whole, appeared as the consummation 
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Chapter rit . 
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of the historical process, and in this final stage all exploitation bf 
men by men was destined to disappear. There might, of course, 
be temporary setbacks in the course of the struggles by which 
humanity had to climb, and such setbacks would arise especially 
in the twilight of any social system, when it had expended its 
erdhtive energy and was beset by the ‘contradictions’ which were 
destined ultimately to compass its defeat. But the occurrence of 
setbaclc^ did not in any way alter the progressive nature of the 
general process: they meant only that humanity would advance 
not steadily but by sudden leaps forward following upon the 
release of new energy by the revolutionary establishment of a 
new social order, , 

Marxism thus replaced the teleology of religion by & teleo- 
logical conception of humanity itself, expressing itself in human 
history. Contrary to a common notion cJf Marxism, Marx said 
nothing to imply that men are spurred to action only by self- 
interested economic motives. The ‘economic man’ is a creature, 
not of Marxism, but of classical economics, of which Marx was 
the foremost critic. What Mai-x did assert was that, whatever the 
motives on which men acted, what they could achieve was bound 
to be conditioned by the developing economic forces with which 
they had to deal, “Men make their own history,” Marx pro- 
claimed; it is not made for them in independence of their actions, ; 
But they can make their history only by acting in harmony with 
the historic forces which their own advances in the arts ofproduc:; 
tion call into being. To the extent to which they fail to align them- 
selves with these forces, they may be merely buffeted about by 
them; but by recognising and working with them they can shape! 
their own destiny. What Marx took for granted was that, apart 
from temporai'y lapses, men would do this, so that social progress 
would be achieved by the harmonious partnership of men and 
nature. Marxism is one of the great optimistic philosophies that 
marked men’s new confidence as they extended their mastery 
over the forces of natui’e. With the pessimists who denied this 
conception of progress Marx did not argue: he simply swept 
them aside. 

Marxian Economics 

Marx’s economics were a particular aspect and amplification of 
his genei'al sociology. His theory of ‘surplus value’ was simply a 
formulation, in the economic language of his time, of his general 
theory of class-exploitation. J’rivate o’^nership of land and of 
large-scale implements of production,. heecontended, pongtituted 
under capitalism a'f'form of monopoly which enabled the owners 
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Wd appropriate for themselves the benefits of increasing pro- 
ductivity. The capitalists could grow rich by buying labour-power 
in the market at its ‘cost of production’ — that is, at a wage barely 
sulRcient to enable the ordinaiy labourer to live and to reproduce 
his kind, with somewhat higher wages to cover the costs of pro- 
ducing superior kinds of sldll — and by reserving for themselves 
whatever the labourers produced in excess of what was needed 
for their maintenance. Mara did not deny that real wages could- 
increase, for he recognised that the wage necessary to maintain 
the supply of labour was determined, not by purely physical 
needs, but also by the labourers’ own attitudes. He defended 
Trade Unionism as an instrument for improving working-class 
conditions, and recognised the value of such agitations as those 
which led to the Factory Acts and limited the degree of exploita- 
tion. But he held that; though concessions of these kinds could be 
wrung from an advancing capitalist system still developing its 
latent powers, the time was approaching, if it had not already 
come, when capitalism would reach the limits of its expansive 
power and would suffer, in its decline, from increasing ‘contra- 
dictions.’ Under stress of these difficulties, the capitalists would 
resort to more and more extreme forms of monopoly and centrali- 
sation of power, and these would have the effect of flinging down 
into the ranks of the proletariat more and more of the small-scale 
capitalists, master-craftsmen, small farmers, and dealers who 
would be displaced by the superior efficiency of the great 
employers and by the intensification of the financial power. Thus 
would arise a starker confrontation of the two main contending 
classes — monopoly capital and organised labour; and capital, in 
face of its growing difficulties, would become more and more 
liable to recurrent crises and would set to work to cut down 
wages and to use the low-paid labour of exploited colonial 
peoples to undercut the woi'kers of the more advanced countries. 

Marx, a hundred years ago, undoubtedly believed the decay 
and overthrow of the capitalist system to be much nearer than 
they proved in fact to be. He also, because of this belief, expected 
the advent of a condition of ‘increasing misery’ among the 
workers, whereas in fact in all the advanced countries standards 
of living, for workers as well as capitalists, continued to improve 
as productivity increased, even after capitalism had turned from 
competition to restrictive monopoly in order to maintain its, 
profits. . In the period between the mid!Hle «f the nineteenth 
century and the outbreak of the^ first World War in 1914 the 
bpeniijg up of virgin «iands and the rapid advance of scientific 
techniques so increased total output as to prS^Vide a much larger 
aio -.f'. 


cake to divide, and to cause a notable relaxation of the class’" 
conflicts which had marked the earlier phases of the Industrial 
Revolution. From the Great Depression of the later ’seventies, 
indeed, unemployment reappeared on a serious scale in the 
peripdic crises which spread from one capitalist country to 
another; and with it Socialism, which had gone for a time into 
eclipse, took on a new life. But in spite of the recurrent depres- 
’sions, on* the whole working-class standards of living continued to 
.advance: there was no general sign of the ‘increasing misery’ of 
the proletariat which Marx and Engels had expected, because 
larger and larger supplies of cheap foodstuffs were brought in 
from the new areas that were being opened up. This improvement 
of standards was indeed slowed down or even arrested in the first 
years of the twentieth century; but up to 1514 there had been no 
clear sign that capitalism had passed its zemth and had begun to 
decay. Only after the first World War did mass unemployment 
make its appearance, no longer to all seeming as a transitory 
phenomenon of depression periods but as a permanent feature of 
a system no longer able to find outlets for all it could produce and 
increasingly dominated by monopolists who were deliberately 
curtailing output in order to maintain their profits. 

The Spread of Marxism 

The essential doctrines of Marxism were formulated before the 
middle of the nineteenth century. But they were little known in 
Great Britain until much later, though Marx lived and worked in 
London as an exile from his native Germany. On the continent, 
after a setback following the collapse of the revolutionary move- 
ments of 1848, they spread rapidly in the ’sixties, especially after 
the foundation of the International Working Men’s Association 
(the ‘First International’) in London in 1864. They took root 
especially in Germany, where, as we shall see, they came into 
conflict with the ‘State Socialism’ of Lassalle and his followers, 
and in France, where they did battle both with the revolutionary 
conspiratorial projects of the Blanquists and with the doctrines of 
Pierre Joseph Proudhon, which were a development of the earlier 
‘associationism’ of Godwin and Fourier, and laid stress rather on 
the powers of mutual self-help latent in the working classes than 
on the need for a political revolution to conquer the State power. 
'Marxists, acting for t];ie time in alliance with the followers of 
Blanqui, came to the front in the ill-fated Paris Commune of 1871, 
in defence of which Marx wrete one of* his most stirring mani- 
festoes {The Civil Wj^r in France). But the cfcfcaf of the Gommune 
destroyed for a time the power of the French Socialists; and it was 


Ifeft to the Genxians to develop the first large-scale Social Demo- 
cratic Party, on a basis of allegiance to Marxism and of hostility 
to the fast-growing capitalist imperialism of the newly con- 
solidated German Reich. '• 

German Social Democracy and the State *’ 

There was, however, a jjassage in the early history of Gennan 
Social Democracy which brought the Ibllowers oi M,®'x intO’ 
sharp conflict with their master. Up to_ 1875 there were two 
German Socialist par-ties, the one professing allegiance to Marx 
and the other to Lassalle. In 1875 it was decided to endeavour to 
combine these two parties into one, On most points they were in 
broad agreement; but the Lassallians, unlike the Marxists, had 
from the first appealed to the State to adopt a policy of social 
reform, including the support of working-class Co-operative 
Societies for production, and had put in the forefront of their 
programme the democratisation of the State itself. These objects 
were included in the draft of the proposed programme ol the 
united party. Marx at once protested strongly, especially on the 
issue of democratic reform of the State. It was, he urged, nonsense 
for the working class to set out to democratise the capitalist State, 
which was the class-organ of its enemies. The aim of Socialists 
must be, not to reform the capitalist State, but to overthrow it 
and to put in its place a new State created by the workers them- 
selves as the embodiment of their own class-power. The German 
Marxist leaders, realising that insistence on this issue would wreck 
the amalgamation, suppressed Marx’s protest, and carried 
through the draft programme unchanged. Maix, by not publish- 
ing his protest, tacitly acquiesced, though he was much disturbed. 
Thus, what was generally regarded as the leading Marxist jjarty 
in Europe departed from one of Marx’s most lundamental doc- 
trines at an early stage in its career. 

The point at issue was, at bottom, not one of Socialist theory 
alone, but mainly one of Socialist practice in face of a changing 
political situation. The Reichstag of the new German Reich was 
elected by manhood suffrage, and it was an agreed matter that 
this presented an opportunity of which the Socialists ought to 
take advantage by contesting the elections. The question was 
whether tlie institution of manhood suffrage had so altered the, 
character of the State, as to make it a body which the working 
class could hope in due course to take otfer and to adapt to . its 
own democratic purposes, or whether the existing State was so 
Irretrievably a capitalist institution as to be incapable of being 
reformed in such a way as to serve as an insft'ument of Socialist 



power. Marx took the latter view, both on principle and on the 
ground that the Reichstag was not the real repository of power in 
the State, in that it neither determined the composition of the 
Government nor effectively controlled it. The German Reich, in 
Manx’s view, remained a ‘police State’ of the governing class, and 
the institution of a legislative chamber elected on a wide franchise 
^had in no wise altered its essential character. 

Marxes jorotest, being privately made, did not become at the 
’time a subject of public debate among Socialists, and the issue he 
had raised was never really settled. The German Social Demo- 
cratic Party was soon outlawed by Bismarck, and driven under- 
ground, and this compelled it for a time to revert to a fully 
Marxist policy. When, however, in 1890, the Anti-Socialist laws 
were repealed, and the party was again g.ble to carry on open 
propaganda and conduct free electoral campaigns, it soon became 
apparent that, though it continued to enunciate revolutionary 
aims, in practice it was also a party of social reform, endeavouring 
to use its parliamentary position to seciu-e legislation favom'able 
to working-class interests. It could not, in fact, in the situation 
which existed in Germany, conduct itself in any other way, 
without forfeiting its chance of gaining widespread electoral 
support. Bismarck himself, influenced perhaps by Lassalle, had 
set out on a policy of social legislation designed to improve 
working-class conditions without in any way impinging on the 
fundamental power of the ruling classes; and a Socialist Party 
seeking parliamentary support had both to outbid him and to 
press continuously for political reforms designed further to 
democratise the State machine. 

Russian Marxism 

Such a situation had not existed anywhere in Europe at the 
time when Marx and Engels drafted the Communist Manifesto. 
Even in Great Britain, economically the most advanced country, 
voting rights had only been extended to the middle classes. 
A wide suffrage existed, no doubt, in the United States; but there 
economic conditions were not ripe for the growth of any con- 
siderable Socialist movement. The situation that was taken for 
granted in ihe, Manfesto was one in which the State was ex- 
clhsively in the hands of a relatively narrow ruling class, and 
protest and agitationj from outside were the only means of 
working-class expression short of actual 4'evolt, 

This was, of course; ahnost 'precisely the situation which con- 
tinued to exist in .Sfcussia— apart from the brief and half-hearted 
interlude of the Duma— right up to the Russian Revolution of 
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fgxy. Accordingly, Marxism pure and undiluted continued to Jit 
Russian conditions long after it had been in practice much 
modified by the Social Democratic Parties of Western Europe. 
In the later years of the nineteenth, and in the early years ‘of the 
twentieth century, Europe had come to be divided, from^the 
standpoint of political practice, broadly into two zones, in one of 
which government had assumed a quasi-democratic form, with 
Cabinets dependent on parliamentary support and parliaments' 
chosen on a wide franchise, while in the other autoci’acy still held, 
sway and, even if there were democratically elected parliaments. 
Cabinets or Kings’ Ministers were not fully responsible to them 
and freedom of political organisation and agitation existed only 
in scant measure, or not at all. Of course, this dichotomy was not 
absolute. In particular, Germany stood poised between the two 
systems, with the real power mostly still in the hands of the com- 
bined forces of the old aristocracy based on land and the new 
oligarchy of industry and commerce. 

Socialism in Great Britain 

In Great Britain Socialism was late in reappearing on any, 
significant scale after its decline during the period of advancing 
working-class standards which began about the middle of the 
nineteenth century. Not till the ’eiglities was there any revival, 
and not till the ’nineties was its impact widely felt. In i88l 
PI. M. Hyndman founded the Democratic Federation in an 
attempt to recreate Chartism on semi-Marxist foundations, and 
within three years the new body had become the Social Demo- 
cratic Federation and had' adopted a fully Marxist program:me. 
It did this, however, as a sign of failure rather than of success; for 
in doing so it abandoned all immediate hope of enlisting the main 
body of the workers in its support. There were widespread social 
discontents at the time, due largely to the reappearance of unem- 
ployment on a large scale and to the failure of Trade Unionism to 
spread down effectively to the worse-paid workers. But in general 
the British workers were Radical Liberals, and not Socialists: 
they were seeking not revolution but reform. After the second 
Reform Act, passed in 1867, Liberals and Tories had for a time 
vied with one another in passing legislation for the improvement 
of working-class conditions. Trade Unionism had been fully 
legalised; there had been fresh Factory ij^cts, Mines Acts, and 
Merchant Shipping Acts for the protection of labour; the Educa- 
tion Acts had in effect p^'ovided universal elementary schooling; 
and a beginning had b(fen made with housing^d slum clearance 
and witlf the amendment of urban sanitation. True, this progress 
•' 814 ', 



had been slowed down with the onset of depression; but it was 
impossible to contend that the British State of the eighteen- 
eighties was not an instrument of which positive use could be 
made’for the improvement of working-class conditions. In these 
cirqjjimstances, most of the Trade Union and Co-operative leaders 
had attached themselves to a left wing of the Liberal Party and 
had been pressing for further measures of social reform, to be 
'enacted "under a Liberal Government. Joseph Ghambeidain and 
.Charles Dilke had constituted themselves the national leaders of 
this advanced Radicalism within the Liberal Party; and as long 
as there seemed to be good prospects of success along this line of 
action the Socialists stood no chance of winning a mass following. 

By the end of the ’eighties, however, these hopes of Radicalism 
had almost died away. Chamberlain himself broke with the 
Liberals and went over to the Tories because of his hostility to 
Irish Home Rule; and in face of trade depression and intensified 
international competition the industrial employers set their faces 
against further measures of social reform, on the plea that it was 
impracticable to afford them. The woi’king classes began to turn 
against the Liberal Party, and to look elsewhere for a successor 
to Chamberlain as an embodiment of Radical hopes. The time 
was ripe for the development of a new British Socialist movement, 
but not for one based on the fundamentally revolutionary doc- 
trines of Karl Marx. 

Fabian Socialism 

At this point the Fabians stepped in, and provided the theo- 
retical basis for a Socialist movement of the kind for which 
British working-class opinion was getting ripe. The Fabian start- 
ing point was Utilitarian Radicalism — the Radicalism which had 
its roots in Jeremy Bentham’s advocacy of “the greatest happiness 
of the greatest number.” Like Bentham and his successor, Mill, 
the Fabians began by considering, not what the State was, but 
what it ought to be, and what ought to be done by it. They 
reached the conclusion that the further development of social 
reform, on the scale required to amend the condition of the 
people, was impracticable without a change in the structural 
basis of production — or, in other words, that in order to end 
poverty and thus promote the greatest happiness of the greatest 
number it had .becomp necessary for the community to take, over 
the ownership oPindustry and to conduct it for use and not for 
profit. Only so could the Mghest colitinuous production be 
assured, unemployjjient be put an end tof and the distribution of 
incomes be effectively controlled. The Fabians thus advocated 


Socialism, not as the logical outcome of an historical process of 
class-struggles, but as a practical need of the time, on the essen- 
tially ethical ground that in no other way could the happiness 
of the common peojDle be secured. 

This practically-minded, ethical version of the Socialist gospel 
made rapid headway where Marxism had failed to appeal. One 
reason for this was that the British working class was for the most ^ 
part strongly religious, and attached to the broadly deihocratic 
traditions of the Dissenting chapels. It was alienated by the ■ 
materialist, anti-theological elements of the Marxist philosophy, 
but was quite ready to receive many of the Socialist doctrines 
dressed in ethical guise. Marx and Engels, emphasising the 
‘scientific’ character of their Socialism, had done their utmost to 
banish all overt ethical appeals. They had appealed to the work- 
ing classes to realise their power-, and their historic mission: not to 
the spirit of philanthropy and charity towards the poor and 
oppressed. They had, moreover — to say nothing of the fact that 
Marx was a Jew by race, but not by religion — been confronted 
with essentially undemocratic churches all over the continent. 
The self-governing congregations of British Nonconformity, with 
their lay preachers and their entire dependence on the voluntary 
offerings of the members, were quite different from the religious 
institutions of which they had experience. The influence of 
Nonconformity waned later, and its democracy became much 
impaired, but both elements in it were still strong in the closing 
decades of the nineteenth century. 

The Rise of the British Labour Party 
Fabian Socialism, reinterpreted by Keir Hardie and the other 
young working-class leaders who in 1893 fouirded the Indepen- 
dent Labour Party, became the theoretical basis of British 
Socialism, which grew up not as a Marxist revolutionary move- 
ment, but as an attempt to advance towards Socialism by the 
amplification of the conceptions of social reform, so as to extend 
them in the direction of structural changes in the economic order. 
It followed from this approach that the purpose of the British 
Socialists was to capture the State and to transform it into an 
agent of welfare, and not to overthrow it; for the process of trans- 
formation was envisaged as occurring gradually, with perstiasioir 
rather than force as the instrument. Soci;;.! reforms were to be 
pressed for by popular .^itation, inside Parlianfent as well as in 
the country; and each reform achieved was to be made a stepping- 
stone .1» further reforftis, which would negpssitate structural 
changes hu: the , social and economic foundations of society. 
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Socialisation of industries would be demanded, less on principle 
than as a matter of expediency in the interests of better service 
for the people; and socialisation would come piecemeal, like 
reform, as a stage in the continuous process of conversion of the 
main body of the people to Socialist ideas. 

This ‘gradualist’ Socialism was to pass through many vicissi- 
tudes in the country of its origin before, in 1 945, it won at last 
a parliamentary majority and therewith a chance of showing what 
it could achieve in the way of positive Socialist construction. One 
immediate effect of its appearance was to compel the Liberal 
Party to reassert itself by taking up again the Radical notions 
which it had let lapse in the depression. Thereby Liberalism 
acquired a new lease of life, and the development of the Labour 
Party as the instrument of gradualist Socialism was deferred. 
The Liberal Government of 1906 was' the product of this 
regeneration, and for a time it looked as if the revival might last. 
But the first World War made an end of Liberalism as a con- 
structive political force. The economic situation of the years after 
1918 called for more drastic structural changes in the conduct of 
industry than the Liberals were prepared to make; and in the 
field of social reform the Tories were ready to go far enough to 
steal the Liberal jhunder. British Labour became the only 
possible alternative to Toryism as the basis for a parliamentary 
Government; but the Labour Party was still not quite strong 
enough to achieve this. Consequently, from 1918 to 1939, Great 
Britain was governed almost continuously by the Tories, with the 
disastrous result that none of the needed structural changes were 
made, and the country’s economic strength was allowed notably 
to decline. Only the participation of Labour made possible the 
great recovery of 1940, which Just averted defeat in the second 
World War; and the electorate of 1945 was correct in recording 
its chief gratitude not to Winston Churchill but to Labour as 
the architect of victory over Fascism. 

The Evolution of Social Democracy in Europe 

While in Great Britain^, from the ’nineties. Socialism was 
developing slowly on the foundations laid by the neo-utilitarians 
of the Fabian Society and the Independent Labour Party, on the 
continent of Europe parties continued to profess allegiance to the 
Marxist gospel of revolution. But in practice the Social Demo- 
cratic Parties of Western , Europe became steadily less revolu- 
tionary and more disposed tp*foIlow thS path of reform, as their 
parliamentary rej^esentation increased £tnd as the openjngs for 
reform improved with a return of capitalism to a more pSoSperous 
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jJhase. Once again capitalism seemed to liave surmounted the 
difficulties which had been besetting it. There were no more 
depressions as deep or as long as those of the ’seventies and 
’eighties. Technical development was rapid in counti’ies which 
were catching up with Great Britain in applying the achieve- 
ments of science to the production of wealth; and for the tftne, 
with I'apid colonial expansion and the opening up of backward 
countries, the market was swelling fast enough to keep ppee with- 
the increase of output. There was a larger cake to be shared, in^ 
the countries which were drawing abreast of Great Britain; and' 
this made possible concessions which took the edge off working- 
class hunger for revolutionary change. The theoretical gulf 
between Marxist Social Democracy and British Labour Socialism 
remained very wide: the practical difference was very much 
narrower than it had ‘been. It became narrowest of all between 
Great Britain and some of the smaller countries of Western 
Europe-— notably the Scandinavian countries; but it also nar- 
rowed greatly in both Germany and France, despite the facts 
that the French made no practical progress with social reform, 
and that the Germans, who did, remained as far off as ever from 
achieving a more democi’atic constitution based on fully respon- 
sible parliamentary government. 

In Germany especially, the change from revolutionary to 
reformist policies did not occur without an internal struggle in 
the Social Democratic Party. At the beginning of the present 
century the German ‘Revisionists,’ headed by Eduard Bernstein, 
demanded a theoretical revision of Marxism designed to trans- 
form it from a revolutionary into a reformist philosophy. They 
were crushingly defeated: German Social Democracy clung fast 
to its Marxist philosophy and denounced as renegades those who 
attempted to revise it. But this theoretical constancy, which was 
made possible by the lack of democratic advance in the German 
State structure, did not prevent the German Social Democrats 
from following in practice a social policy hardly distinguishable 
from that of the British Labour Party. Most of the West European 
Social Democratic Parties followed a similar course; and in the 
countries such as Italy and Spain, which were both economically 
and politically less advanced, sharp divisions appeared among 
the Socialists, with rival parties professing conflicting policies of 
revolution and reform. 

Anarchist-Communism and»Sy)idicalisyi > 

Events ip France followed a rather different course. There, too, 
rival Soeialist partie.s appeared for a time; bufjean Jauris, whose 
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views were akin to those of the British Socialists, succeeded in 
recasting thena on a mainly reformist basis. In France, however, 
as in Spain and Italy, there existed side by side with Marxism 
a strohg Anarchist tradition of abstention from parliamentary 
activity and of the promotion of a social revolution which was 
conceived as a spontaneous uprising of the workers to overthrow 
the State and to set up in place of it a system of free, democratic 
association based on the local Communes, This type of Anarchist- 
Communism, which had also a strong following in Russia, 
succeeded in France in winning the allegiance of the Trade 
Unions, which accordingly stood aloof from political Socialism 
and endeavoured to promote working-class interests by a policy 
of ‘direct action,’ intended to culminate in a ‘social general strike’ 
that would compass the overthrow of the, capitalist State. This 
Trade Union brand of Anarchist-Communism came to be called 
Revolutionary Syndicalism {syndicat is the French word for a local 
Trade Union). It found its philosophers in Fernand Pelloutier, 
secretary and leader of the French Confederation GSnSrale du Travail, 
and in Georges Sorel {Inflexions sur la Violence and La Dicomposition 
du Marxisme). A somewhat similar movement made its appearance 
under the name of Industrial Unionism in the United States, 
largely among the foreign immigrants, and spread to Canada and 
Australia under the auspices of the once-famous Industrial 
Workers of the World. 

The strength of this movement in France was largely due to the 
failure of French Radicalism to develop along the lines of social 
reform, and of French Socialism to succeed in forcing it to do so. 
Similarly, in the United States, the absence of an effective 
Socialist Party forced working-class discontents into the channel 
of direct industrial action. But the underlying reasons were 
different — in France, the relative backwardness of economic 
development, and, in America, the rapidity of capitalist growth 
in a vast country with huge resources awaiting exploitation and 
with plenty of scope for an advancing standard of life (albeit not 
for a stable progress) under unmodified capitalism. 

Socialism in Eastern Europe 

In Eastern Europe, and above all in Gzarist Russia, the situa- 
tion was entirely different. There, political autocracy remained in 
being and the grdwth of capitalism, Iarg;ply pioneered by foreign 
capital, had not created an^ powerful capitalist movement 
demanding a shai;g in political power. The area of capitalist 
development was small in comparison with the area of still very 


p'timitive agricultural economies dominated by feudal land- 
lordism. Marxist Socialism took root among the workers in the 
great modern factories; but they were few. Over the rest of 
Eastern Europe there grew up a kind of peasant semi-Socialism, 
more closely akin to Anarchism. The Russian Social Revolu- 
tionary Party was its outstanding exponent. Russian Marxists 
themselves were divided, one section, the Mensheviks, desiring to 
imitate the newer model of the Social Democracies of AVestern' 
Europe, while the other and larger, the Bolsheviks, held entirely 
to the original revolutionism of the Marxist doctrine. 

The great practical issue between Bolsheviks and Mensheviks 
came to be that of the method by which Russia could advance to 
Socialism. The Mensheviks argued that a country could become 
ripe for Socialism only by passing through the successive stages of 
capitalist development, and therefore wished to encourage the 
growth of Russian capitalism and its acquisition of political 
jjower. They were prepared to aid a capitalist revolution, which 
they believed would prepare the way for a subsequent Socialist 
victory. The Bolsheviks, on the other hand, argued in favour of 
a worlcing-class revolution, based on an alliance with the poorer 
peasants, and leading directly to a working-class assumption of 
power in the form of a revolutionary dictatorship. This achieved, 
they held, the stages of capitalist development could be gone 
through under Socialist guidance and control, in the form of 
a ‘State Capitalism’ whiclr could be bent to serve working-class 
ends and could be transformed speedily under vigorous Socialist 
leadership into real Socialism. After the Revolution of 1917, the 
Bolsheviks took the name of Communists, meant to recall the 
Communist Manifesto of 1848, of which they regarded themselves 
as the victorious exponents. 

The Revival of Communism and Its Development in the Soviet Union 

‘Communism’ thus came again to mean, as Marx had tried to 
make it mean in 1848, revolutionary Socialism using the dictator- 
ship of the proletariat as its instrument. In the interval, the word 
had been used chiefly either to signify a state of society in which 
all would produce and enjoy in common, without payment for 
work or for goods, or at any rate would share equally in the avail- 
able supply of wealth, or else, usually in connection with the 
word ‘Anarchist,’ to I’efer to those whq believed in a non- 
governmental society based on co-operating . neighbourhood 
groups. After the Russiafi Revolutmn it came to mean the policy 
and programme of the Communist Party of the Soviet Union and 
of those groups in other countries which set out to follow its lead. 


The policy of the Russian Communists was at the outset 
definitely internationalist. They aimed at making the Russian 
Revolution a starting point for proletarian revolutions all over 
the Wbrld, in the belief that as long as capitalism remained erect 
in other leading countries their own revolution could never be 
secure. They found themselves isolated, and were exposed, 
exhausted as they were by war and revolution, to counter- 
'revolutfenary crusades organised by various ‘White Hopes’ with 
.encouragement and help from the victorious Allies. France helped 
Poland in the Soviet- Polish War of igao, and thereafter 
attempted, with Great Britain, to build a cordon sanitaire along 
the Soviet’s narrowed frontiers in order to “keep Bolshevism away 
from Western Europe.” Ever since then, this fear and suspicion 
of the intentions of the West European Powers has exerted a deep 
influence on the foreign policy of the Soviet Union, whose leaders 
suffered from a perpetual dread that the capitalist countries might 
succeed in appeasing Hitler by offering him a free hand in the 
east. This explains the Soviet Union’s attitude during the early 
years of Nazi supremacy. Later, the leaders of the Soviet Union 
made a great effort to induce the parliamentary countries to join 
with them in a policy of collective security against Fascist 
aggression. When these efforts failed, they withdrew once more 
into isolation, and even signed the Soviet-German Pact in the 
hope of gaining time to strengthen their own defences in face of 
the prospect of Nazi domination over the whole European con- 
tinent beyond their frontiers. 

Long before that, Russian international policy had undergone 
a comprehensive change. When, after 1918, the expected social 
revolutions in the more advanced countries failed to happen, and 
when it was found that, for the time at least, the leaders of world 
capitalism could not sustain a policy of active intervention against 
the Soviet Union, hopes began to be entertained that the Russian 
Revolution might survive none the less, and might be able to set 
about the task of building Socialism in a single country. The 
advocacy of world revolution as the only means of saving Russia, 
associated above all with the name of Trotsky, fell into discredit: 
Stalin’s rival policy of consolidation of the revolution at home 
came into its own. Trotsky was flung out of office, accused of 
counter-revolutionary conspiracy, and later exiled. Flis name, 
once coupled with Lenin’s in the history of the Revolution, became 
a subject for execration. The Soviet Union set out, under its 
successive Five Year Plans, oh a course of intensive industrial 
development desigjged both to raise its stfcdards of li«;ing,in the 
future and to arm it fully for war. Agriculture was collectivised 


both in order to ensure the food supply of the towns and in order 
to ‘socialise’ the mind of the peasant and so make him a Ijar- 
monious instead of a discordant element in the working of a 
Socialist State. _ ’• 

The outstanding success of these ventures, after initial setbacks, 
gave the lie to those who had confidently prophesied the speedy 
break-up of the Soviet regime. These prophets of disaster included 
not only the reactionary professors of economics to wh«m refer-- 
ence has been made earlier, but also many of the Social Demo- 
crats of Western Europe. A good many Western Marxists took up 
from the first the curious attitude that the Socialist revolution in 
Russia ought not to have happened, that it was premature 
because there was no adequate basis for it in the economic 
development of the country, and that it was bound to end in 
anarchy and disaster. They also attacked it fiercely for its 
espousal of the idea of dictatorship, which, though Marx’s 
advocacy of it could not easily be denied, was regarded by them 
as an unwarrantable breach of democratic principle and as 
involving in fact a dictatorial nile, not by the proletariat but over 
it, by a body of self-appointed leaders. The Gei'man Social 
Democratic theorist, Karl Kautsky, supposed to be the strictest 
of Marxists, was the foremost of these denouncers, and the conduct 
of the controversy suflacicntly showed how far German Social 
Democracy had in fact travelled from the revolutionary attitude 
of its original inspirer. 

Socialism and Communism in Great Britain 
In Great Britain, where Marxism had little hold in any form, 
theoi'etical denunciation of Communism was much less vigorous 
than in the countries where Social Democracy was strong. But 
even in Great Britain widespread use was made of the hostility to 
‘dictatorship,’ and the Russians were blamed, not indeed for 
making their revolution, but for failing to give to it in the hour of 
success a parliamentary democratic form. Just as the Russians 
sought in the early stages of power to foment in other countries 
revolutions patterned strictly after their own, so the Western 
Socialists could imagine no other pattern for the government of 
a Socialist country than the institutions of parliamentary 
democracy thi’ough which they were endeavouring to advance 
towards Socialism in the West. It seems seldom to have occurred 
: to either body of disputants that one mode'' of social change might 
best fit one set of conditions and ,another another, or that there 
'might be insuperable •difficulties in the way of setting up either 
a complete parliamentary system in a count?y which had been 



used to nothing but autocracy, or a complete Soviet system of 
dictatorship in countries which had a long tradition of open 
political discussion, rival parties appealing for public support, 
and legislation and administration under the continuous scrutiny 
of g, Parliarnent including representatives of all the leading 
brands of opinion. 

I do not mean that nobody thought in this way. On the con- 
“trary, it? was, I believe, a very common attitude among the 
.working classes of Great Britain, and very likely of other countries 
as well. But little was heard of such mutual tolerance and under- 
standing in the heat of the controversy between parliamentarians 
and advocates of revolutionary dictatorship. The instinctive sym- 
pathy of the working classes in all countries, or in nearly all, for 
the Russian Revolution was strong enough to prevent the quarrel 
from being pressed to practical extremes’ But throughout the 
period between the wars it disastrously divided the forces of 
Socialism in Europe — most disastrously of all in Germany, where 
the animosities of Social Democrats and Communists contributed 
greatly to the rise of Nazism and prevented the Weimar Republic 
from finding any firm basis of popular support. 

The Communist International 

It is impossible to acquit the Communists of the Soviet Union 
of a large share of the responsibility for this state of affairs. The 
Commun i st International, founded as an agent of the world 
revolution that failed to happen, became an instrument in the 
hands of the Soviet leaders for making trouble in other countries 
whenever trouble seemed to suit the Russians’ book. The revolu- 
tionary Mai'xists of the Soviet Union did really regard the Social 
Democrats of other countries as traitors to Socialism for their 
failure to convert the Russian into a world revolution, and were 
wholly unable to understand the conditions or the elements of 
opinion with which, in their own countries, the Social Democratic 
leaders had to deal. They felt no sort of obligation to observe an 
attitude of comradely accommodation to Social Democratic con- 
venience; and in practice most of the foreign Communist Parties 
showed themselves ready to observe any orders Moscow was 
impelled to give them and made themselves mere appendages of 
the Russian Communist Party. This attitude was quite consistent 
with the doctrine of ‘democratic centralism’ which was part of the 
Communist orthodoxy, as long as the Communists really believed 
that the development of the Russian Reyolution unto : a world, 
revolution was onlj deferred and was stilt the point of foqus for 
long-run objectives. It ‘ became obsolete when the doctrine of 
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‘Socialism in One Country’ had replaced the dogina^ of ‘World 
Revolution,’ but it was nevertheless persisted in by the Russians 
on account of their suspicions, and acquiesced in by Communists 
outside Russia because the security of the Soviet achievement 
seemed to them to outweigh in importance all other con- 
siderations. 

This attitude created, in the Western countries, an exceedingly 
diflicult situation. It was difficult for any Western Socialist, unless 
he were an out-and-out Communist, to collaborate with the 
Communists of his own country, however much he might sym- 
pathise with the Communist achievement in the. Soviet Union and 
see the importance of Socialist unity in the West. It was difficult, 
because the Communist ‘party line’ was liable at any time to be 
suddenly altered on orders from Moscow, irrespective of the situa- 
tion in the country to which the orders were sent, and solely in 
accordance with the interests, real or supposed, of the Soviet 
Union. That is why the oft-repeated attempts between the wars 
to create ‘United Fronts’ of Socialists and Communists in the 
Western countries broke down as often as they were made. 

Social Democracy in the Doldrums 

It would, however, be no less unfair to put all the blame on the 
Russians than absurd to exonerate them altogether. There was 
some warrant for the Russian attitude in the errors and hesitations 
of Western Social Democracy, which showed itself remarkably 
unready to take advantage of its opportunities for Socialist 
advance. In Germany, the Social Democrats were at the outset in 
full control of the new Weimar Republic; but they wholly failed 
to use their power either for constructive advance towards 
Socialism or for the firm suppression of counter-revolutionary 
forces, which they even used as instruments for suppressing their 
own left wing. Later, in Great Bi'itain, the two Labour Govern- 
ments of 1924 and 1929 acquiesced in their minority status to the 
extent of not attempting to advance any Socialist measures; and 
in the crisis of 1931 it was made plain that this failure was not 
attributable only to lack of power, but was due also to lack of 
Socialist will on the part of some of the outstanding leaders. The 
secession of Ramsay MacDonald and Snowden from the Socialist 
movement appeared to verify, as plainly as the attitude of Ebert 
and Scheidemann in Germany, the Russian view that Social 
Democracy had ceased to be really Socialist. ’ 

^ The crisis of 1931, ho?irever, shr^wed not only that there were 
real traitors in the Socialist camp but also that, in Great Britain 
at any rme, they had hardly any followers. MihDonald and those 
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who accompanied him into the ‘National’ Government of 1931, 
were leaders without an army. Their former followers stayed 
solidly inside the movement which the leaders had betrayed. It 
took time for the British Labour Party to recover from the disaster 
of 1931, when it lost most of its seats and nearly all its prestige. 
But "it remained solid, and it did recover, to prove that the 
Russians had been at any rate partly wrong in judging it by its 
erstwhile leaders. 

T/is European Socialist Outlook 

Moreover, when in 1945 the mists began to clear away from the 
face of Europe after the years of Nazi occupation and oppression, 
it at once appeared that the issue of Social Democracy and Com- 
munism would have to be faced afresh. In Eastern Europe, the 
Communist tendency had won all along the line, and in effect 
there had been created a Soviet sphere of influence extending to 
what had been Eastern Germany, to Poland, and to the Slav 
countries of the South-Eastern region, with Czechoslovakia stand- 
ing in a position that can best be described as one of a foot and 
a half in the East and half a foot in the West. But in Western 
Europe Communism, though it had made substantial headway 
everywhere, except in Scandinavia, had not ousted Social 
Democracy from its hold on a substantial section of the working 
class. Accordingly, there reappeared in the liberated countries the 
phenomenon of two rival Socialist Parties, disputing the leader- 
ship of the workers, but forced to act in some degree together in 
order to prevent the revival of the anti-socialist forces. It became 
a matter of the greatest urgency, albeit also of great difficulty, to 
promote united Socialist action in these countries, not only as 
a shield against reaction, but also in order to provide a basis for 
a constructive Socialist advance. 

Great Britain, the U.S.A., and the Soviet Union 

It was clear from the first that the resolution of this difficult 
problem would depend largely on the relations established, after 
the war, between the Soviet Union and the other great victorious 
powers, especially Great Britain and the United States. If these 
relations could be made such as to dispel fears and suspicions in 
the Soviet Union of the intentions of world capitalism towards 
itself. Socialist co-operation in each country would evidently 
become much easier, for the relaxation of international tension 
would bring about a situatio®. in whi8h there would be less 
reason for insisting on a common party line by tke Soviet 
Union and the CotBmunists in the West. If, on the othef hand, 
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fhe international tension continued, and no effective basis for 
international co-operation could be found, the effect would 
necessarily be to prevent worldng-class unity in every country 
which had not passed over definitely to the Socialist side. „ 

In this situation, Great Britain plainly occupied a key position. 
Nothing could jorevent the United States from remaining', for 
some time to come, a stronghold of capitalism throwing its weight 
internationally on to the side of capitalist solutions of , post-war 
problems; and if Great Britain also were under capitalist govern- 
ment, nothing could dispel the Russian fears of being out- 
manoeuvred Ijy a two-to-one combination of capitalist Great 
Porvers. The Labour electoral victory of 1945 seemed, then, from 
an internationalist standpoint, a godsend. It did not constitute a 
two-to-one Socialist majority against the United States; for 
a single electoral success, no matter hou' far-reaching, by no 
means sufficed to change Great Britain from a capitalist into 
a Socialist country. It did, however, suffice to prevent the creation 
of a new World Organisation irretrievably biased on the capitalist 
side; and it did create a situation in which there seemed to be 
a real chance that successful establishment of cordial relations 
between the British and Soviet Governments might provide a 
basis for united Socialist action all over Europe and might avert 
the danger of a division of the European continent into two 
mutually exclusive spheres of influence, between which no real 
co-operation could be hoped for. Plow far these hopes have been 
fulfilled is a matter which is discussed elsewhere in this book. 

Socialism in Practice 

The purpose of this necessarily brief rdsumd of Socialist history 
has been to show how the Socialist movements of to-day are 
rooted in their pasts, and whence are derived the esseirtial doc- 
trines and ideas which unite, or divide them. I have tried to show 
that Socialism cannot develop effectively in any country in a form 
unrelated to that country’s history and living traditions. The 
Socialism of each area moulds itself to fit the shape of the national 
or regional tradition. Thus Soviet Communism takes over much 
of the centralisation and bureaucracy of Gzarism, because there is 
at present no way of governing Russia without them; while British 
Socialism inherits much of the tradition of bourgeois Liberalism, 
including a degree of toleration and freedom of expression and 
organisation which is quite unintelligibl& not, only to Russians, 

^ but to all peoples who^.haye had no experience of it. With the 
Russian , authoritarianism goes a capacity for swift and decisive 
action ■which contrasts strongly with the dtSiberate : processes of 
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adjustment by which change is achieved under British conditions' 
With British tolerance is apt to go a lack of defined principle and 
dogma which seems to the Russians inexcusable muddledness of 
mind.->The French, again, witli a history widely different from 
either Russia’s or Great Britain’s, are perpetually torn between 
an extreme individualism, corresponding to their peasant 
economy set free from feudal elements and to their traditions of 
Tsmall-scale industry and small-town life, and a sense that only 
a strong central power can unify France, or can restore French 
greatness. The centralisation of power is, however, closely 
associated in the French mind with Caesarism; and there are 
strong psychological resistances to the conception of democratic 
centralism which is an essential part of Communist doctrine. 
Therefore, despite the evident need for unity, French opinion still 
displays the fissiparous tendency which hds become part of the 
French democratic tradition. 

The Outlook for Socialism in Germany 
Of Germany who at this moment dares to speak with any 
confidence? Germany, once the region of many free cities and 
independent principalities, came in the nineteenth century to 
identify both national achievement and economic progress with 
centralisation, which could be achieved only under Prussian 
leadership and at the cost of accepting Junkerdom and mili- 
tarism as its executants. German Social Democracy, equally with 
other elements in German life, grew up under the shadow of this 
authoritarian centralisation, and was led, largely by fear of the 
Russians, which Marx himself shared, to acquiesce in it. To-day 
the foundations on which this attitude rested have been destroyed; 
and the German people is differently placed from any other in 
having no national tradition on which it can attempt to built 
a new way of life. It has to start out, far more than in 1918, from 
nothing, to rebuild not merely amid the physical, but even 
more, anaid the moral ruins of its past. It is bound, unless it 
breaks in pieces— or is broken — to look for guidance either to the 
East or to the West; and if East and West fail to reach a workable 
accornmodation, the conflicts thus engendered will tear Germany 
into pieces, not merely in a geogi’aphical sense, but spiritually in 
every town and village. If, ' on the other hand. Eastern and 
Western Socialism can work together in the rebuilding of Europe, 
their collaboration will provide a basis whereon the Germans can 
build up a new tradition of peaceful cohstructioir and can con-_ 
tribute out of their genius for organisation and thefr z^st for 
knowledge to the eSrichment of all Europe and indeed of all the 
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world. For the German is not, as some would have us believe, 
incorrigibly an aggressor or animated by a thirst for blood. With 
Junlrerdom fairly and finally eradicated, with the great feudal 
estates broken up or socialised, and with the East Prussian nest 
of militarism torn away, the Germans can settle down to live in 
comity with other peoples, if their victors show the magnanimity 
and wisdom to give them the chance. 



CHAPTER VI 


THE FASCIST THROW-BACK 

Xhe NINETEENTH CENTURY WAS the cpocli of advanced 
capitalist development) based on coal and steam powez’ with the 
revolutions consequent on them in production and transport. It 
was also the epoch of developing working-class organisation, 
taking shape in Trade Unions, Go-operative Societies, Labour 
and Socialist Parties, and Socialist philosophies challenging the 
dominant economic and political theories of capitalist society. It 
looked, by the end of the century, as if capitalism, having spent 
the energy inherent in it, would crumble in due course, and as if 
the way would then be clear for Socialism to take its place. 

The twentieth century saw capitalism take a fresh leap forward, 
on the basis of an imperialist expansion which had opened up new 
markets and sources, of materials. For a few years, it looked as if 
the prophets of early capitalist decline had been wrong, and as 
if Socialists would have at any rate to wait a long time for the 
fruition of their hopes. But the first World War struck at capi- 
talism a blow from which there was no complete recovery. 
Foreign investment and imperialist expansion met with a severe 
check; and one great country, the Soviet Union, went over to 
Socialism and was thereafter a perpetual thorn in the side of 
capitalism, because it made Socialism seem to the workers of all 
countries much more a practicable reality, and much less a 
dream. Between the wars, the difficulties of capitalism accumu- 
lated fast. The depression of the early ’thirties, coming on top of 
a period of painful reconstruction after the first World War, was 
the most serious and widespread ever known. The unemployed 
were numbered by millions, and even recovery seemed to offer 
no hope of bringing them down to a tolerable total. Social dis- 
content grew fast, not only in Europe, but also in the United 
States, where the slump was felt the more by the contrast with the 
rapid advances previously made. Yet Socialism did not come, 
either in .Great Britaiq or in Germany— much less in, America, 
where it was not ’even a force to be reckoned with. Capitalism 
appeared to be tottering to its Ml; but over most of the world the. 
Socialists seemed- unready to replace it.” In Great (Britain, a 
Labour Government, which had only a minority following; - 
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dissolved at the first onset of the crisis, with which it had no idea 
how to cope. In Germany the Social Democrats, also in a minority 
and faced with a much more severe crisis, seemed similarly help- 
less, and it was left to a Gatholic Chancellor — Bruening — to 'devise 
measures of partial alleviation which satisfied no one. 

Fascism not a Product of the Economic Crisis 

It was in this atmo.sphere that Nazism, undm' Hitler’.? leader-' 
ship, took power in Germany. But Fascism, or Nazism, was no- 
product of the economic crisis, though in Germany the crisis 
helped it into power. It had already, under Mussolini, ruled Italy 
for more than ten years; and the ‘National Socialist’ movement 
of which Hitler was leader had come into exi.stence as a reaction 
to Germany’s defeat jn the first World War, The depression of 
1931 cannot be used to explain Fascism, though the Fascists ably 
used it to serve their ends, and although it was the means, in 
Germany, of greatly inci'easing their strength and of discrediting 
the Socialists, their chief obstacle on the road to power. For the 
origins of Fascism it is necessary to look back to the thwarted 
ambitions, the hatreds, and the militaristic and nationalist 
passions which were left behind after the German collapse of 1 9 1 8. 

Italian Fascism 

Let us begin with Italy, where Fascism first took shape as an 
organised movement based essentially on force. The Italians, or 
many of them, felt that they had been cheated of the rewards of 
victory, though, with every intention of sharing in them, they had 
abandoned their old friendship with Germany, and had joined 
the war on the side of the. Allies. They emerged from the war, 
economically, in a terrible mess, and with no spoils of victory by 
way of compensation. Politically they were in a mess too; for there 
were two rival claimants to a mass following among the people, 
and each was strong enough to bar the other’s wtiy to power. 'The 
Socialists were strongest in the industrial north, the Gatholic 
Popolari in the agricultural south; and their divisions enabled the 
old political groups of the middle and upper classes to retain 
control of the State. But these groups, though they held the State 
: authority, were too weak to govern. Italy was falling into anarchy, 
and there seemed to be no force strong enough to assume com- 
mand. In a series of strikes the Sociali,sts and their trade unionist 
allies seized the factories in the north, only to Bnd that the mass 
-occupation of the factories was usGless, unless they were prepared 
also tc sei£e the State; "for without control of^ore than the mere 
factories they could neither pay the workers, nOr procure 
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materials, nor market their wares. But they did not feel strong 
enough to make a real revolution, and to seize the State, chiefly 
because of their weakness in the agricultural areas, and of Italy’s 
dependence on imported supplies, especially of coal. They 
eva«uated the factories they had occupied, and the anarchy 
continued. 

While these events were occurring, leading Italian employers 
'were eagerly financing Mussolini’s Fascists, whom they hoped to 
•build up into a strike-breaking army that they could use to smash 
the Trade Unions and the Sociahst Party. Without these sub- 
sidies, Fascism might never have been able to make itself strong 
enough to seize the State. But that does not mean that Italian 
Fascism was merely a creation of the Italian capitalist class. It was 
not. It was a creation of Mussolini, who s^t out to gather round 
him, under the banner of militarist nationalism, every discon- 
tented element among the people — disbanded soldiers who could 
find no jobs, officers and gentry who hated the Socialists and 
realised the bankruptcy of the old reactionary parties. Socialists 
who had lost faith iir the Socialist Party, starveling peasants, 
ruined professionals, fire-eating professors — in short, anyone who 
could be appealed to by linking the spirit of nationalism with 
promises, no matter how conflicting, of economic rehabilitation 
and the ‘kick’ of militant service in a ‘cause.’ Fascism, at this 
stage, had no ascertainable philosophy: all that came later, as an 
explanation and justification after the fact. At the outset, it raked 
in, with precisely the same technique of nationalist demagogy 
and promises of anything anybody appeared to want as Plitler 
used later with even greater effect, all the discontented who were 
not held away from it by other overmastering loyalties — and, of 
course, all the thugs. For the ‘thugs,’ a class which exists in all 
societies, but is usually kept in some sort of subjection by the 
police, are an instrument with which no type of Fascism can 
dispense. Fascism needs them, to do its dirtiest work. 

Fascism and Capitalism in Italy 

To pay this horde, pending the conquest of the State, capitalist 
subsidies came in very handy — as they did to Hitler later on. But 
it was by no means the plan of Mussolini and his collaboi’ators 
merely to do the capitalists’ bidding.. They were quite willing to 
beat up Trade Union *and Socialist leadei's; .but this was not in 
order to serve capitalism, but because- the working-class move- 
ment barred their own' road to^ower. lMhey were .for capitalism, 
against Socialism, 4:he reason was that they saw their way to 
making its economic authority an instrunient of their bwh as soon 
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as they had laid hold of the State. The capitalists may have 
thought that, as paymasters, they would be able to control 
Fascism; but the Fascist leaders fully intended to get the purse- 
strings into their own hands. And so they did, when the March 
on Rome had made them masters of the State, ^ 

Mussolini’s power, however, did not at any point match what 
Hitler achieved later. The Italian Fascists were neither so con- 
fident in themselves nor one-half so thorough as the Nazis. 
Mussolini never thoroughly tamed his capitalists, especially the 
financial section of them; nor did he ever establish a reign of 
terror comparable with Flitler’s. Fie murdered and tortured by 
tens where the Nazis killed and tormented by thousands. In retro- 
spect, the Fascist tyranny, though it was bad enough, looks by 
comparison almost n-yld; and its administrators, its spy sei’vices, 
and its propaganda departments were infinitely less efficient than 
Hitler’s. Fascism in Italy never succeeded in making itself the 
only visible point of focus for national thought. It did not dare 
handle the Ghurch as Hitler did; and it succeeded only in driving 
Socialism underground — not in eradicating it, as Hitler nearly 
managed to do in Germany. By comparison with the Nazis, the 
Italian Fascists were talented amateurs at the game of brutality, 
and not at all talented amateurs in the sphere of organisation. 
Nevertheless, they achieved power and held it until Hitler’s over^ 
weening ambitions brought them to ruin and revealed the 
weakness behind the fagade of power. 

The Fascist Philosophy and the Corporative State 
Having won power, Mussolini felt the need of a philosophy to 
back it up. Then came all the nonsensical superstructure that was 
erected, mostly on paper, upon the foundation of brute force and 
nationalistic demagogy which formed the real elements of the 
Fascist regime. The one-party system borrowed from Russia, the 
idea of the totalitarian State resurrected from Flegel, the only 
half-consistent idea of the Corporative State blended out of 
Catholic Social notions of functional service in a hierarchical 
structure and Syndicalist notions of industrial self-government, 
the doctrine of sacro egoisrrw drawn from aggressive Nationalism, 
and that of Economic Imperialism echoing the empire-builders 
of all the great imperialist countries — these were the mixed 
ingredients out of which the Fascist philoffiophy was brewed into 
a heady compound that intoxicated many besides the Italian 
-followers of the Duce. Therewitlf much strutting and prancing 
and runnhig to and fro; much parade to conQcal weakness and to 
induce half-hearted opponents to get out of the way; and much 
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real cruelty, of a sudden, stilettoish type, quite unlike th2 
systematically bestial brutality of Nazism, which has caused it to 
be, by comparison, too lightly judged. , 

Suali was Italian Fascism. As for the Corporative State, little of 
it ever existed, except as a paper theory. Industries were not run 
by Corporations embracing all those engaged in them after their 
grades and kinds: they were run by employers, or syndicates of 
■ employsrs, with different degrees of obedience to Fascist orders 
in different industries and services, with the Fascist State some- 
'times, and sometimes the big employers, calling the tune. The 
workers’ part was to obey, and to accept regimentation in Fascist- 
controlled syndicates which were allowed no power. Naturally, 
the Fascists held all the well-paid and influential jobs: naturally 
they persecuted all, except the very powerful in industry or 
finance, who did not pay lip service to then' creed. Naturally they 
did their best, in the schools and in Fascist youth organisations, to 
indoctrinate the young, But Mussolini and his lieutenants suffered 
from a grave disadvantage as compared with Hitler. They did 
not believe in their doctrines, which they had invented merely as 
a cover for their ambitions. In nationalism and imperialism they 
did believe, and they hated democracy and the power inherent in 
the working class. Beyond that, all was pretence. 

German Nazism 

Flitler’s ‘National Socialism,’ known for short as ‘Nazism,’ 
borrowed much from Fascism of the Italian brand. But it was 
essentially different in many respects- — not least in that Hitler 
himself, if not all his lieutenants, really believed in it. Nazism 
used pretences enough — fully as many as Italian Fascism — but 
there was behind its pretences a much harder core of solid, 
fanatical belief. This belief was, essentially, in the racial 
superiority of the Germans over other peoples — a superiority 
authorising them to trample upon others, to use others as means 
to their ends, and to scout all moral considerations that stood in 
the way of enforcing the recognition of their ‘rights,’ From the 
standpoint of -this irrational belief it was all wrong that Germany 
should have been defeated in war, and therefore. Germany had not 
been defeated, but betrayed. The betrayers were Socialists, demo- 
crats, Jews, Sla.vs from the east who had been allowed to pene- 
trate into the Reich — but most of all Jews, whom Hitler saw 
everywhere, organising and inspiring conspiracies - against the 
Nordic Race. The Versailles 'X^eaty w£lB shameful and wicked,^ 
hot because it was nearly as repressive as the settlejiient that' 
would have follo'ffed- upon a -German victory, but- ube cause 
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Germany had a natural right to dictate and not to submit to 
dictation. Hitler fully believed that Germans had an indefeasible 
right to treat other men as other men believe they have a right to 
treat pigs or cattle, or indeed worse, and that this right extended 
to Germans who failed to agree with him. It was because he 
firmly believed all this, and because many other Germans 
believed a good deal of it too, even before Hitler told them, that 
he was able to exert so enormous an influence. There existed 
a Nordic myth, a belief in the superiority of German ‘culture’ 
and in a German mission to impose its superiority on the world, 
and a strong strain of anti-Semitism and anti-Slavism in Germany 
long before Hitler fanned these feelings into flame. Moreover, the 
refusal to accept the reality of defeat in war, and the attempt to 
exiDlain it away as betrayal, began not with Hitler, but with the 
chiefs of the German Wehrmacht, and in this respect Hitler simply 
accepted and echoed more loudly what they said. 

J^azism and German Capitalism 

In Germany, as in Italy, the capitalist classes after 1918 stood 
in great fear of Socialism, and many German capitalists were 
ready enough to subsidise any adventurer who, they thought, 
could aid them against the working class. But in the early stages 
of the Nazi movement Hitler did not look a particularly good 
horse to back. Even then, he did receive some capitalist help and 
also some from militarists such as Ludendorif and Goeringj but 
there was nothing like a rallying of the main forces of German big 
business to support the Nazis in the hope of using them to beat 
the Socialists. That came only later, and never completely. It is 
badly wrong to regard the rise of Nazism as having depended, 
even to the same extent as the rise of Italian Fascism, on big 
business backing. For one thing, German militarism was a much 
more powerful independent force than Italian militarism, and 
was allied with a much more powerful aristocratic class, which 
for a long time looked down on the Nazi leaders as upstarts and 
disliked their demagogic methods. The capitalists, even if they 
had wished to, could not have put the Nazis into power without 
the acquiescence of the militarists, or at least of a considerable 
; section of them. On the other hand, the strength of the militaristic 
j tradition in Germany aided the growth of Nazism, and enabled 
' it to rely less on capitalist help. 

The Weimar Republic » : ' , ^ 

‘ To say this is not to suggest that economic factors were unim- 
portant dn the development of Nazism. The/' were of very great 
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importance. If Germany had been prosperous, it is a safe con- 
jecture that Hitler would have ended his days as a shady 
adventurer and would never have come to power. A high pro- 
portion of his recruits were drawn into Nazism by unhappiness 
anci frustration, and the sources of these feelings were largely 
economic. The Weimar Republic, born out of defeat, was always 
a shabby, shambling affair, without capacity to inspire loyalty or 
•confidence. For a very few years, between 1924 and 1929, 
.economic improvement, based largely on borrowed foreign 
capital, seemed to be lifting it out of its more pressing difficulties; 
but the economic crisis of 1931 flung it down again to the lowest 
level. Germany was full of thwarted people— jobless workers, 
whom the Republic could not afford, without a radical change of 
policy, to maintain at a decent standard of life; trained pro- 
fessional men'and technicians, who could &nd jobs only at levels 
much below their expectations, and by elbowing less qualified 
men out of these inferior jobs; would-be officers whom the pro- 
fessional army could not afford to enrol, though it did enrol many 
as privates, m order to train them for the day of Germany’s 
military resurgence. Economic discontent everywhere swelled and 
intensified national discontent, but in such a way that the 
economic unrest became a force making not for Socialist revolu- 
tion, but for strengthening of the desire for revenge. Often, among 
the workers, the discontented became first Communists and then, 
disillusioned of their hopes of Socialism, Nazis — ^for Nazism could 
offer them better outlets for their disorganised passions, as well as 
greater hope of personal achievement and rescue from the sense 
of being of no account. Communism, to be sure, also offered 
something of this sense of release; but in case after case the Nazi 
blend of socialistic with, nationalist slogans showed itself the more 
attractive. 

Communism, Social Democracy and Nazism 
Meanwhile Social Democracy, while to a great extent retaining 
the loyalty of the older workers, failed to attract the young. The 
Social Democrats had become identified in the public mind with 
the Versailles Treaty and with the tribulations of the Weimar 
Republic. They had failed to identify themselves with any con- 
structive Socialist policy. How could they, their leaders asked, 
plaintively, as long a% they had no majority behind them, and 
were coinpelled (b act as the scapegoats of a coalition of which 
the sole principles were fulfilmait of the ’Versailles obligations and. 
trying to make the best of a bad job? It is easy to see how this 
came to seem a vaSd defence to Social Democrats entahjgle^ in 
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the meshes of such a situation; what it could not be was a 
successful appeal to the rising generation, which demanded one 
thing above all others — ^hope. Hope, in a form in which it could 
be entertained by youth, was just what the Social Democfats of 
Germany were utterly unable to offer. They had too little of it for 
themselves to have any over to give to the people. They did not 
see their way to establish Socialism, or even to provide work for 
the unemployed. In the long struggle to survive they had lost such 
faith and power of forthright action as they had ever possessed; 
and the necessity to govern in coalition with non-Socialist parties 
involved a policy which rested on evasion of the very issues that 
needed most to be faced. The Social Democrats took refuge in 
denouncing the Communists for splitting’ the working-class forces, 
and thus making a constitutional Socialist policy impracticable: 
the Communists retorted by denouncing the Social Democratic 
leaders as betrayers, and by intensifying their efforts to detach the 
German workers from their traditional allegiance. 

The consequence was to open the door wide to Hitler. In face 
of the deeply-rooted fear of the Slavs it was impossible for a 
Communist Party taking its orders from Russia to win over the 
main body of the German workers. But it was also impossible for 
a Social Democratic Party which could liold out no hope to retain 
this allegiance. Those who remained faithful to Socialism were 
split into two bitterly warring groups; and millions deserted 
Socialism for ‘National Socialism,’ which knew well so to dress 
up its appeals as spuriously to twist the familiar Socialist slogans 
to its own ends. 

Communist Errors about Nazism 

The Nazis won the day, as soon as really desperate economic 
depression had driven home the facts of Social Democratic 
impotence and of Russian inability to help the German Com- 
munists to do more than stir up trouble. Besides, the German 
Communists were led, in an endeavour to explain their own 
helplessness — and Russia’s— to adopt a disastrous party line. 
They began to argue, not merely that a conquest of power by 
the Nazis would not really matter, but even that it would be 
positively an advantage. Mistaking Nazism for a purely economic 
phenomenon, and classifying it as capitalism’s final counter- 
revolutionary move against Socialism, they persuaded themselves 
that its achieveirient of power would speed up 'the dissolution of 
capitalism, by still further bringing but its inherent ‘contra- 
dictiofiSjJ 'and would thus prepare the wjiy for Communist 
revolution. On this ground, they fought the Social Democrats 
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harder than ever, at the cost of disastrously weakening thei!- 
powers of resistance to Nazism. 

Nazispi not a Form of Capitalism 

/^s we have seen, this diagnosis of Nazism as the last stage of 
capitalism was a most dangerous quarter-truth. Nazism was not 
a form of capitalism, though it may have been a social structure 
•to which capitalism could adjust itself, and one which capitalists 
, would greatly prefer to Socialism. It was not a form of capitalism, 
or at bottom an economic movement at all. It was a nationalist 
movement, in, a nation possessing a very strong militarist tradition 
and sweating under a sense of national humiliation. It was helped 
to power both by capitalist subsidies and, much more, by 
economic distress arising under political conditions which had 
produced stalemate; but the economic Sctors were its super- 
structure and the nationalist and political conditions its basis. 

The Communists could not see this, because according to their 
philosophy all forces had to be basically economic. The political 
factors, including that of nationalism, Aad to be part of the super- 
structure. That was axiomatic; but it was also, unfortunately, 
untrue. In Russia in 1917 the economic forces had actually been 
basic, and the political factors secondary; and therefore rigid, 
dogmatic Marxism had there fitted the facts. In Germany under 
the Weimar Republic it failed to fit them; but theory blinded the 
Communist leaders to the plain truth. 

This does not mean that Marxism could not have fitted the 
facts. There is nothing in Marx’s philosophy to deny the possi- 
bility that in a particular national situation the political forces, 
though secondary in relation to the general march of civilisation, 
may assume a local and temporary predominance. Indeed, Marx 
and Engels asserted that this had happened and bould happen 
again. But the Communists of the years before Hitler’s conquest 
of power were convinced that they were watching the death- 
throes of capitalism and that Socialism was its only possible 
successor; and they regarded Germany as the central battlefield 
on which the next phase of the struggle was to be fought out. 
They were able to demonstrate to their own satisfaction (and 
I think with truth) that Fascism, or Nazism, would find itself in 
the long run: impotent to overcome the contradictions of capitalist 
society, and could the:^efore offer no stable foundations for a new 
social order. Buty having demonstrated this, they fell into the 
dangerous delusiori that Fascism and "Nazism did not really^ 
matter, and could be ignored, and. that the most impprtan.t task 
Was to discredit th^Social Democrats in the hope that, when this 
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was done, the workers would transfer their allegiance solidly to 
the Communist Party. 

Anti-Fascist Unity 

Of course, for a long time past, Communists have been bvsily 
forgetting that this was what they ever said. When they were 
forced to recognise Hitler for the world-menace that he was, they 
changed their tone and appealed vigorously for a unittfd Anti-' 
Fascist Front — only to meet with rebuffs that were not the less, 
indefensible for being easily intelligible in the light of what had 
gone before. It was not in human nature for Socialists who had 
been reviled for years as “social traitors” to be ready at the first 
ashing to hold out the hand of fi'iendship, especially as they could 
feel no assurance that there might not be before long another 
change of front. I was among those who wanted the ‘United 
Front’ because I regarded unity against Fascism as the pre- 
eminent need; but I could understand the reluctance of Labour 
and Social Democratic leaders who had endured much worse 
vilification than I. The point I felt they were missing — apart of 
course from the main point, which was the need to defeat Fascism 
quickly, before it had become too strong — ^was that the young men 
and women who were growing up did not know about this vilifica- 
tion at first hand, and were unmoved by it because they had not 
experienced it: so that appeals to it as an argument against unity 
cut no ice with the young. 

Could Fascism have become the Basis of a Mew World Order? 

The essential question, of course, was how great a menace 
Fascism really was. To me, it seemed quite possible that Fascism 
could conquer the world, or a great part of it, and establish a 
system which, if not stable, might yet endure for quite a con- 
siderable time, Such a system, if it had come to being— as it all 
but did— would have rested on a new form of imperialist exploita- 
tion by military power, applied not only to backward peoples but 
to economically advanced peoples as well. It would have meant 
the adaptation of the economies of the conquered peoples to serve 
the interests of the conquerors, by stimulating such forms of agri- 
cultural or industrial development in each country as would serve 
the conquerors’ ends, and by repressing others. It would have 
made the Germans in fact the economic gs well as the political 
: herrenvolk, with the rest of the world grouped 'round them with 
yarying status, from thaf of satellke allies to that of helots driven 
to slave-labour by their German masters. ^ 

Gould such a system have lasted? Politically, the answer would 

,238'' ■/ ,,,■ 



have depended on the relative efficiency of the underground 
resistance movements which its establishment would have pro- 
voked and of the forces of i-epression at the disposal of the herren- 
volk. *1 could not see how, in such a situation, the forces, of 
repression could fail to be the stronger, under the technological 
conditions of the present day, for as long as the herrenvolk remained 
united among themselves. It was a difficult enough task to keep 
’ going effective resistance movements under German occupation 
. while there was the hope that the tide of war would turn again 
the Germans to give the resisters heart. It would have become 
impossible if the war had ended, as it might have done, in a 
German victory, leaving no rallyirtg-point outside for the under- 
ground forces. Politically, then, a Nazificd world seemed to me 
quite possible, and quite capable of endui;ing for a considerable 
time-given unity among the henemolk themselves. 

The believers in an early collapse of Nazism, even if it were 
victorious in war, rested their faith for the most part on its 
supposed inability to overcome the “contradictions of capi- 
talism.” What of that side of the argument? The fundamental 
contradiction of capitalism is that it finds itself unable to make 
full and continuous use of the instruments of production, because 
it cannot do this at a profit. But the Nazis, as we have seen, 
though they preserved the forms of capitalism, ceased to leave it 
to the capitalists to decide how much, or what, to produce. They 
practically got rid of unemployment, because the Nazi State itself 
provided an inexhaustible market for armaments, and the limited 
consuming power of the German people was therefore no obstacle 
to the expansion of output, at such controlled profits as the Nazi 
Government chose to allow. The employers were not done away 
with; but they became in effect the State’s agents in carrying out 
the State’s economic plan. 

Yes, say the objectors. That is all very well as long as the Nazi 
State is arming for war. But what was to happen when it had con- 
quered the world, and was left with no further wars to wage, and 
a vast power to levy tribute in goods on its subject peoples? The 
question implies that the Nazi State could have been expected to 
collapse under these conditions, because it would not need so 
many armaments (though it would still need quite a lot) and 
because the tribute drawn in from abroad would compete with 
the products of home i^jdustry in the limited market, so as to cause 
a ‘capitalist crisis!’ But why should the home market be limited?; 
Why should not the German p*ople have lived like fighting cocks 
on the ti'ibute of tl^ir subjects, and have ceased, more» than they 
pleased, to soil their hands with labour? Why should they not 



have become a warrior caste, like the Spartans of old, living on 
the labour of their helots? It may be objected that this implies 
a high standard of living for the whole German people (except 
of course those still surviving in concentration camps), whefeas in 
fact Nazism kept down the standard of living, even for the bulk 
of the hmemolk. But the Nazis did this, not because it was any 
part of their policy to keep the German people poor, but because 
they could not afford to give it a higher standard and stifl get all' 
the armaments they wanted for their projects of world dominion.. 
They wanted “guns before butter,” but they wanted the butter 
too, when they had used the guns to make a subject world produce 
it for them. 

There was no fundamental economic reason why, if Nazism 
had been able to con.quer the world, it should not have settled 
down to exploit its domain without bringing about any internal 
crisis. To that extent it had abolished capitalism — I mean to the 
extent of no longer allowing capitalism to determine the volume 
of production or capitalist production to regulate the distribution 
of incomes. It was sheer delusion to suppose that the “contra- 
dictions of capitalism” could be relied on to bring collapse upon 
a regime which had in fact denied the first capitalist premise — 
that pursuit of maximum profit should be the determining factor 
in the use of productive resources. 

If the Nazis had won? 

If Nazism had conquered the world, and had been able by 
military force to prevent or crush revolt among its subject peoples, 
only one thing could have brought it down — disunity in its own 
ranks. I am far from asserting that such disunity wo^ld not have 
developed; but there would have been no reason for it to develop 
in the form of a class-struggle such as Marxists might have fore- 
seen. There would have been no basis for such a struggle; for the 
whole German people would have been growing fat together on 
tribute from a conquered world, and would have been in the 
position of a collective exploiter of other peoples. If revolt had 
developed under such conditions, it would have been a revolt not 
iof economic misery but of political revulsion against the dominant 
Nazi caste. Its springs of action would have been the desire for 
democracy or the dislilce of Nazi rule, even if such rule served the 
German people’s material intereists. Or perhaps the ruling caste 
would have fallen out gpiong themselves and 'in an internecine 
■struggle for power would have Torn the regime to pieces and 
destroye^d Its ability to keep its subject people,^, in obedience to its 
rule. These are ‘might have beens’: what appears certain is that, 
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had the Nazi plans come to fruition, there would have been leff 
no basis for an economic class war between exploiters and 
exploited in Germany itself. The Nazi rulers would have been 
forced to enrich the German lower classes; for their tribute would 
have been of no use for any other purpose. Nor was there anything 
either in their philosophy or in their economic arrangements to 
prevent them from doing this. Pretorian guards need feeding well; 
’and all "the herrenvolk would have been the pretorian guard of the 
.Nazi world empire. 

Japanese Fascism 

Perhaps the truth of what I have been, saying will be accepted 
more easily, because it will hit up against less deeply rooted pre- 
suppositions, if I restate it more briefly with Japan, instead of 
Germany, as example. The Japanese so-called ‘Go-prosperity 
Sphere’ was an attempt to establish in Asia an economic empire 
of almost precisely the same kind as the Nazis were seeking to set 
up with Europe as its basis, though not its limit. The Japanese 
were aiming at extending over a large part of the Far East, 
including China, the Dutch and French Indies, Malaya, Siam 
and Burma, and no doubt, if they could, India and Australia as 
well, the system of economic exploitation which they were already 
applying in Manchuria with great effect. The Japanese people 
were poor, not because the Japanese militaiists wanted them to 
be poor, but because the resources of Japan itself did not suffice 
to make them anything else. The Japanese capitalists were, no 
doubt, given every encouragement to exploit the poor as much 
as was necessary in order to secure the trade which the militarists 
needed in order to make their country strong for aggressive war. 
But it would be most misleading to describe Japan as a capitalist 
country organised in the interests of the capitalist class. It was 
essentially a militarist-imperialist country, using the capitalists as 
its agents and allowing them such power as their agency called 
for, but ready at any time to bring them up sharply if they 
ventured to prefer their own interests to those of the military 
caste which identified its attitude with the well-being of the 
nation. 

There was, as far as I can see, no inherent instability about 
Japan’s economic position that was likely to bring the Japanese 
empire tottering to % fall: nor do I see why there should have 
been if the Japanese war-lords had realised their ambitions of 
territorial expansion in Asia. ^apariese*dreams, of conquest were 
entirely realistic, and might have succeeded, just as 'IJitler miglft 
have succeeded in conquering Europe; and of neithemsituatioil 
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'tan a satisfactory analysis be made in terms of the powers of pro- 
duction, the contradictions of capitalism, and the class-struggle — 
not because the factors with which these concepts are concerned 
were absent, but because of the presence of other factors, which 
can by no means be resolved into them. „ 

Economic and Political Factors in Social Development 

It is, I think, necessary to admit, in the light of the conditions' 
studied in this chapter, that, however fully the evolution of the, 
powers of production may settle the general course of histoi’ical 
development, it is highly dangerous to frame practical policies in 
concrete situations without taking into account other factors that 
may be of much greater immediate, short-run influence. Mark 
Twain, it will be remembered, placed himself and his luggage on 
a glacier, which was fravelling down into the valley, but found 
that means of transport slow, however sure it might be in the 
end. Practical action in human affairs calls for adjustment to 
short-run, local factor.s, as well as to cosmic processes of evolution. 
In the long-run, both Nazism and Japanese imperialism would 
doubtless have broken down, as did the Roman Empire. But the 
run might have been very long indeed, if the war had ended in 
a general Fascist victory. 

Wnat was Fascism and why did it arise? 

If Fascism was not merely “the last stage of capitalism,” what 
was it? Certainly, despite its name in German, it was not 
Socialism, and was not at all what nineteenth-century prophets, 
of any leading school of thought, expected to succeed capitalism. 
For the thought of the nineteenth century was permeated very 
thoroughly by the belief in ‘progress.’ One group of thinkers 
might see progress in the perfection and universalisation of ‘free 
enterprise,’ another in the institution of a planned Socialist 
system, and yet another in some form of stateless voluntarism of 
an Anarchist-Communist shape. But all these schools agreed in 
believing that the next stage in man’s history would be in some 
sense higher and more democratic than those which had gone 
before. There were of course, as in all epochs, the pessimists, who 
lauded the good bid times and proclaimed that the human race 
was going to the devil faster than ever since steam-power had 
enabled, it to annihilate time. But there w^s almost nobody who 
proclaimed that going to the, devil was ' the "best thing that 
humanity could possibly^do, that rthe devil was the deuce of a 
good: fellow, and a Nordic hero, and that a return to savagery was 
the besi; way of advancing civilisation. There ^ere in those days 
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anti-democratic pessimists, but not anti-democratic optimists — 
except a few followers of Nietzsche, who had seized upon and 
perverted a single element in their master’s teaching. It was left 
to the’ twentieth century, having lost its faith in the inevitability 
of progress, to substitute for it a faith in regression to the values 
of the pre-primitive under-mind. 

Why did this startling upset of values occur? Nineteenth- 
' century'’man had rested his optimism largely on the achievements 
.of science. But in the twentieth century the pace of scientific 
development had in no wise slowed down. If anything, it had 
increased; and yet it no longer stirred in men the old, confident 
anticipations. This was not because, in the first World War, it 
appeared that the applications of science to the arts of destruction 
were far ahead of its uses for the promotion of human well- 
being. The rot had set in well before 1914." It had set in because, 
in the first place, the more the scientists mastered the art of 
manipulating nature, the more incomprehensible nature itself 
became, and, in the second place, because the more applied 
science developed, the more glaring became the contrast between 
man’s technical powers and his imbecility in the fields of social 
and political organisation. 

But what is this, I shall be asked, but to bring in the “contra- 
dictions of capitalism’’ all over again? It is, indeed, just that; but 
may I remind the reader that I have said no word to depreciate 
the importance of these “contradictions.” What I have said is 
simply that the recognition of their cosmic importance is an 
inadequate guide to action in the concrete situations with which 
men are called upon to deal. The crumbling of space, time and 
matter in the heads of the physicists would not have engendered 
a mood of pessimism if science, in its practical achievements, had 
not been meeting with social frustration at every turn. The 
pessimism was not produced by finding that the riddle of the 
universe was by no means solved, but on the contrary grew more 
enigmatic as more and more answers were found to particular 
riddles which had previously seemed to be the things that 
rendered the main riddle obscure. It was produced by the sense 
of contradiction between man’s achievements in the realm of 
technology and his lack of achievement in the arts of social life. 

The Effects of Psychological Advance 

Or rather, it was produced by that contradiction, and 
encouraged by man’s progress* in one pfactical branch of science, 
the knowledge of himself, There can be no disputing the pq^simist- 
maldng effects oP the advance of psychology, especially in its 
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I^reudian development. For, at the first onset, the Freudian 
revolution seemed to knock away the foundation of the belief in 
reason. Thitherto, the optimists had based their confidence on 
a belief that men were in process of becoming more rational as 
well as more knowledgeable, and that education was prepa}:ing 
the way, however slowly, for the universal rule of reason. But 
now it appeared that there was an element in man’s nature, 
indestructible and always present, to which the laws of reason 
simply did not apply, and to which morality, which involves 
reasoning about right and wrong, was entirely without relevance. 
Pareto, in his Sociology, drew the extreme conclusion that men 
must be ruled for ever, not by the power of reason, but by certain 
irrational idees fixes, which could be variously combined but irever 
modified or ousted from their place of final authority. Many 
other thinkers were influenced in less extreme ways to lose faith 
in reason, and therefore in democracy, the defence of which had 
always been upheld by a belief in a tendency of men to behave 
reasonably within the limits of their knowledge and exiDerience. 
If no such tendency existed, or if other tendencies were of superior 
strength in men, what basis for optimism was left? 

Nazism, Fascism and all the creeds allied to them seized glee- 
fully on the practical opportunities which the new psychology, 
in conjunction with the greatly improved means of communica- 
tion and propaganda, offered to irrationalist demagogy. For 
their upholders the new psychological knowledge was no source 
of pessimism, but a magnificent opportunity. The democrats, on 
the other hand, continuing to believe that men ought to be ruled 
by reason, were disoriented by the discovery that there was a 
broad teiTain of the human mind, highly accessible to propa- 
gandist appeals, but wholly inaccessible to reasoned argument. 
They did not sufficiently appreciate the fact that the new psych- 
ologists, accustomed to deal mainly with abnormal behaviour 
and abnormal personalities, were prone to exaggerate, not indeed 
the extent of the irrational in man, but its influence on men’s 
conduct under normal conditions of living. It was uirdeniable 
that the underman was present, in all of us, and that he was by 
our conscious standards a dreadfully immoral person, being 
wholly amoral, and thei'efore unresponsive to moral appeals. But 
it was equally undeniable that in most people in most situations 
this terrible underman, was entirely unabje to influence social 
conduct, and was, for all practical purposes, non-existent in esse, 
though not in tie, br it, was? liable to be evoked when we 
suffered frqm certain diseases of the mind, or when we were 
unduly soared or found ourselves in situations wlSch our experience 
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as conscious beings gave us no help in handling. He, or iff 
was therefore a potential danger; but the danger was the less 
when we knew about it, and was certainly not of such a nature 
as to ’justify pessimistic conclusions about the practicability of 
strengthening men’s capacity for rational conduct through better 
education and greater security of living. Nor was it of such a 
nature as to justify scepticism about democracy; for it left the 
’ case for’' and against democracy, in all respects save one, precisely 
.where it had stood before. The one exception was that the new 
psychological knowledge had put new weapons into the hands of 
unscrupulous persons, who could use it without moral inhibitions, 
and that accordingly it became necessary for the democrats to 
devise new prophylactics, and to adapt, not without inhibitions, 
their ovrai propagandist techniques. 

The further discussion of the vital issues faised in the preceding 
pai'agraphs must be deferred. It belongs with the consideration 
of twentieth-century democracy which will be attempted in a 
later part of this book. It has been necessary to carry the argument 
thus far only because as much of it as I have set out here arose 
unavoidably out of the discussion of the nature of Fascism; for 
Fascism’s march to power was greatly aided by its prompt and 
uninhibited exploitation of modern psychological knowledge, 
whereas the fortunes of democracy have been adversely affected 
by the reluctance of democrats to admit the practical implications 
of discoveries about man which call for restatement, though not 
for renunciation, of many of the articles of the nineteenth-century 
democratic gospel. 



CHAPTER VII 


PUBLIC OR PRIVATE ENTERPRISE? 

In every country of this post-war world, when frontiers, 
have been settled or where they are not in dispute, men will have 
to settle down to arrange their living together in accordance with 
some defined pattern of social organisation, They will be living, 
over most of the earth’s surface, in national States, even if these 
States are linked together internationally more closely than before 
the war; for it is ah-eady evident that the national State has 
emerged from the carnage with undiminished vitality, and that, 
for good or ill, the life of the peoples is to be rebuilt as far as it can 
be, in such a world as ours, on a basis of national sovereignty. 
Here and there, neighbouring countries may join together in 
federations, and everywhere the leadership of the few big States 
seems certain to be more strongly affirmed than it was. In certain 
respects, where issues of war and peace are at stake and perhaps 
in some other fields of action, there will be restrictions on the 
absoluteness of national ‘sovereignty,’ recognised and incor- 
porated in formal international instruments and not merely 
de facto. But countries will continue to be administered by 
national Governments, to have their separate codes of law and 
methods of law-making, to preserve civil order within their own 
frontiers, and to shape their own fortunes within such general 
framework as the new structure pf the United Nations may pro- 
vide. Those who prophesied that the second World War would 
see the end of national ‘sovereignty’ have been shown to be 
wrong; the thing has survived, though its limits and to some 
extent its nature may have been changed. 

In the foregoing paragraphs, the word ‘national’ has been used 
in a wide sense, to include States, such as the Soviet Union, 
Belgium and Switzerland, which are made up of a number of 
national groups. My point is not that the frontiers of the new 
world ai'e being drawn rigidly on the principle of ‘one nation, 
one State,’ but simply that the post-war world continues to be 
divided into separate territories, each with ks own separate 
Government, and that infmost casQs the inhabitants of these terri- 
tories think of themselves as members of the State in whose area 
they lNe.,and expect to have to shape within if, in common with 
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their fellow inhabitants, a way of living different in some degree 
from the ways of their neighbours in other States. The nation 
State, in this sense, may have no common racial foundation, but 
it has»usually within it a community either of tradition or of race, 
extending to enough .of its inhabitants to serve as a basis for its 
common institutions, 

. The Insiitutional Foundations of Post-wat Societies 

Within each of these States, a decision has to be reached 
'somehow about the nature of the institutions under which the 
people are to live. In normal times, of course, societies carry on 
with the institutions they have, modifying them here or there, but 
without changing the general framework. In times of abnormal 
disturbance, whether the causes be internal or external, or both, 
the very foundations of the national life come into question, and 
'the soundness of the structural framework built upon them is no 
longer taken for granted. Two contending forces then come into 
play. One, the conservative, sti'esses the danger of altering the 
traditional framework for fear of the whole society falling to 
pieces, while another, the radical, looks for surer foundations on 
which an essentially new structure can be reared. Of course the 
radical does not propose to destroy everything, or the conservative 
to keep everything unchanged. Radicalism and conservatism are 
alike matters of degree. The radical may consider some of the 
foundations and some part of the superstructure to be sound : the 
conservative may agree that some parts of the superstructure need 
rebuilding. There may be also a division in the-conservative ranks, 
between the conservatives propeiy who are prepared to accept past 
innovations while doing their best to limit new ones, and the 
reactionaries, who wish to pull down the newer parts of the existing 
superstructure in order to get back to what they regard as the 
sound underlying traditions of the nation’s jDast. 

Institutions as Symbols 

Certain parts of the structure of institutions often play a 
symbolic role in these conflicts. Wherever monarchy exists as 
a real focus of anti-democratic power, the radicals will wish to 
abolish it, or at the very least to reduce it to impotence, whereas 
the conservatives, as well as the reactionaries, will defend it as the 
symbol of the national tradition. The Church, where it plays a 
similar role, wil3» become in the same way a symbolic object of 
attack and defence. So may other institutions— in this country, fpr 
,exa,mple, the House of Lords, or even the Banli of England'. 
On the other sidff, there, was a clearly symbolic elemqpf in the 
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^iei-vour with, which the British Conservatives resisted modi- 
fication of the Trade Union Act of 1937, or, in France, in the 
various attitudes talren up on the question of the continued 
validity of the “Constitution of 1875.” American conservatism 
makes a symbol of “free, capitalist enterprise.” ^ 

When the life of a country has been shaken to the very 
foundations, and rebuilding is in question, the conservative argu- 
ment is that there is no way of secure re-establishment except on- 
the old foundations and by replacing the traditional institutions 
as nearly as possible as they were. Monarchy, if it existed, must 
be kept as the symbol of national unity: the class structure must 
be restored intact; the legislature and government must retain 
their traditional forms: the church must not be disturbed in its 
privileges: the bases of landed property and economic relations m 
industry must remain*as before. The radical, on the other hand, 
will want to lay hands on as many of these institutions as stand 
seriously in the way of his conception of a new social order, and 
will stress the proven inadequacy or anti-social character of the 
old structure and the need for building on a new plan. He will 
not, however, as a rule want to make a complete sweep of the 
old, because he will recognise the dangers of alienating support 
by pressing his radicalism too far. Flow far he will wish to go in 
practice will depend mainly on two factors — the extent to which 
the old institutions have actually disintegrated, and the degree to 
which his opponents are prepared for accommodation, The con- 
servative, for his part — though not the sheer reactionary— will be 
similarly moved. He will take into account the practical possi- 
bility of rebuilding the old structure so as to make it work, and 
will be prepared tor some innovation, especially where his 
opponents show a preparedness to compromise. 

External Influences 

The interaction of these internal forces may be greatly com- 
plicated by the external relations of the State.s concerned. Thusy 
all over Eastern Europe, the radical elements are being strongly 
impelled to insist on a basis of reconstruction that will make it 
easier for their countries to live in harmony with the Soviet Union, 
whereas a symbolic hatred of the Soviet Union makes it harder 
for the conservative forces to adapt themselves to changes which 
will have this effect. Great Britain, at one end of the great 
Eurasian land-mass, and China, at the otfier, both feel the coiir 
flicting tugs of the SoviefUnion aiifl the United States, with their 
Contrasting economic and social systems. A more complicated 
series of/rtugs exists in Central and Western Europe, where the 
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Soviet and American influences pull different ways, but the 
British, since the advent of Labour to power, are a more enig- 
matic influence, not yet plainly defined and thei'efoi’e tending to 
keep the conflicting internal forces in the vaiious countries doubt- 
fully in play, till they can tell whether a practicable alternative 
point of stabilisation is to be offered them. 

'Types of Institutions 

■ Everywhere the struggle is rvecessavily being fought out mainly 
over institutions. The foundations of society cannot for the most 
part be directly attacked or defended. ]^feHce,.,and, attack alike 
are concentrated on the key institutions, which are at the same 
time symbols of the conflicting faithi These ihstitutibns are of a 
number of different' kinds, but for our present purpose we can 
group them under three heads. First, there sivg. political instituti^ 

• — ^forms of government, monarchy or republic, parliament or 
soviet, representation or dictatorship on an unrepresentative 
basis, electoi’al systems, political parties and propagandist 
machines, local government and its relations to central govern- 
ment, its powers and areas, and so on. Secondly, there are 
econom ic mMMims — land systems, public or private ownership and 
operation of industries and services, inheritance laws and customs, 
tax systems, labour conditions and their regulation, monetary 
policies, thrift agencies and forms of social insurance, and the like. 
Thirdly, there is the still rriOre various group of w cial ins titutions — 
religious establishments and allegiances, marriage customs, 
schools and institutes of teaching, leaniing and research, 
academies and societies of the arts, patterns of I’ecreation and 
amusement, personal freedoms and unfreedoms, whether depen- 
dent on law or on custom, and in general the thousand and one 
things which, apart from the established patterns of political and 
economic structure, differentiate each people from every other, 
and give to each country its recognisable pattern of national life. 

Totalitarianism 

The essence of totalitarianism is its insistence on State 
supremacy in all these fields. According to the totalitarian phil- 
osophy, nothing, in the lives of the citizens must be outside the 
control of the S^tate — though there are things which, because of 
their unimpoftance for the whole, or of the sheer impossibility of 
regulating them,’ even the totalitarian State may let alone— and 
of course other things which ahy actual totalitarian State may for 
the time leave pjiregulated from motives - of prudence, 'What 
totalitarianism means is insistence on State regulation oT the lives 
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of the citizens in all three spheres, and in each over as much as 
possible of what matters from the standpoint of the whole. Under 
such a system the individual has no private rights: such freedoms 
as are left to him remain as of grace, or because the State £annot 
see its way to remove them. 

Individualist Philosophies 

At the opposite extreme stands the philosophy of individualism,* 
sometimes called ‘liberalism,’ though ‘liberalism’ has many other 
meanings. The aim of individualism, in most of its forms, is to 
limit the field of regulation as narrowly as possible, in order to 
leave the fullest possible scope for the individual to act as he 
pleases. The most extreme form of individualism is absolute 
Anarchism, which de/iies the need, not only for government in 
any shape, but also for formal association, even on a voluntary 
basis. This is a very different philosophy from Anarchist- 
Communism, which denies only the coercive elements in regula- 
tion, and insists strongly on the importance and effectiveness of 
voluntary association. Anai’chist-Gommunism is not individual- 
istic, as absolute Anarchism is; it belongs with the Socialist 
philosophies, to which we shall come later. 

Individualism and the Rights of Property 

Next in order to Anarchism, in the individualist group, comes 
the attitude which admits the necessity of government, but aims 
at limiting its province to the preservation of ‘order.’ ‘Order,’ in 
this conception, involves above all else the definition of the rights 
and forms of property and their enforcement. It must do this, for 
without it there can be no firm basis for the individual freedom 
which is postulated as desirable. On its radical side, this doctrine 
insists on the diffusion of property, so as to give every man, or at 
least every head of a household, a property with which he can 
mingle his labour and thus exercise his individuality; but most 
declared individualists lay no stress on this, and either assert that 
every man has a natural property in his own labour, which is 
enough to afford a basis for freedom, or that every man, having 
this property in his own labour, should have the chance of 
acquiring other property by showing proper enterpri,se in the 
use of his natural powers. This last form of the doctrine is strong 
especially among ‘frontiersmen’-— where ve*: the fields are many 
and the labourers few, or where the memory*' of the ‘frontier’ 
suryiyes, as in the UniteS States, and continues , to exert a lively 
influence oa. the forms of thought. 

, It is n&t true, though it is often said, that the individualist ■ of 
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this school desires to confine the State to the political, and to keep 
it out of the economic, sphere. The regulation of property rights 
is essentially an economic matter. What this type of individualist 
does desire is a limited police State maintained for the defence 
and .definition of property rights, and besides for as little as 
possible. Moreover, he desires to hold within these narrow 
limits, not only State action but other forms of institutional 
hction Ets well. He is usually as hostile to the binding force of 
.customs, to any tendency towards association that in practice 
binds the members, and to any ecclesiastical pretensions to 
regulate conduct, as he is to the extension of the State’s sphere of 
intervention. He believes in ‘free enterprise,’ subject to property 
rights, not only in economic affairs, but also in politics (the more 
splinter parties the better) and over the wide realm of social and 
personal behaviour. ' 

Totalitarianism and Individualism Contrasted 

Between these two extremes lie the various social philosophies 
which reject both univei’sal subjection of the individual to the 
whole and the unqualified assertion of individual rights. In all 
these intermediate philosophies, there are limits to the operation 
of any single principle. Totalitarianism rests at bottom on a belief 
that the individual in himself does not matter, and that his happi- 
ness and well-being do not matter, save to the extent to which 
they are means to the well-being of the State. The State is thought 
of) not as all the individuals in their manifold personal and 
associative relations, but as an entity transcending them, and 
existing for its own sake. In this view of life man is made for the 
State, not the State for man. The individual who sacrifices him- 
self ‘for the State’ is thought of as doing so really for the State, 
and not for his fellow-men. Man is thought of, not as man, but 
merely as a speck of state-stuff — unless he is oire of those fortunate 
supermen who are somehow symbols of the State. The Ffi/zrer, lilte 
the Emperor of Japan till only the other day, is not a man: he is 
State incarnate. 

At the other extreme, for individualism only the individual 
exists. In each human body is an ego, and each of these separate 
egos has its own wants, ambitions, values, capacities and affections 
apart; from every otjher. Not only the State, hut any form of 
association between |hese (? even the relation between 
mother and child) is a structure designed for the more convenient 
furtherance of the purposes pfiithe Which belong to it. Nor is 
this all. Association is regarded as dangerous, because, though it 
can be used to fi&ther the individual’s ends, associations have 
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%a tendency to develop ends of their own, which may limit the 
scope of individual enterprise and may cause the individual to 
accept conclusions and principles of action which are not really 
his, or anyone’s, but proceed from the corrupting influence of 
group activity. The State, if it is allowed at all, is merely a joiece 
of machinery for ‘keeping the ring,’ in which the individuals are 
to fight it out among themselves according to rules which they 
recognise as not limiting but enlarging their freedoim. of self- 
expression and self-realisation. 

Critique of Individualim 

Clearly, even this ‘referee State’ is the thin end of a very thick 
wedge. If it is allowed that, in the interests of an orderly struggle 
for self-realisation, rules must be laid down and must extend to 
the regulation of property rights, how much else may not have 
to be admitted? The individualist often tries to make a stand by 
declaring that the right of property is ‘natural,’ and therefore a fit 
subject for protection by the State. This ‘natural right’ to 
property includes a man’s right to property in his own person, 
and accordingly the State is justified in protecting his body, as 
well as his estate. But against what is a man’s body to be pro- 
tected? Only against the fists, clubs or tommy-guns of his 
neighbours, or also against disease and hunger and the physical 
effects of mental suffering or privation? And what about man’s 
‘estate’? In order to protect the individual’s property in things, 
the State must decide to what individual each thing belongs. If it 
may decide this once, may it not revise its judgment, and assign 
one man’s property to another (e.g. redistribution of land, as in 
the French Revolution and in many subsequently), or even take 
over a man’s property, when it can be shown that it can be better 
managed in the interest of all the individuals, or of a majority of 
them, by some public body? Logically the recognition of the 
State’s role as the protector of property opens the door wide to all 
manner of further interventions, unless it can really be shown that 
property is a natural right and that the actual ownerships recog- 
nised by the State correctly reflect the decrees of a ‘law of nature.’ 

This, of course, cannot be shown, but only assumed. The 
individualist either assumes it, or assumes that, even if the existing 
distribution of property is ‘unnatural,’ there is a ‘natural’ distri- 
bution which the State can establish, so as to confine its activities 
thereafter to keeping this ‘natural’ distribution i»tact. The radical 
individualist usually takes the latter view, but runs into the diffi- 
culty that his principle of individual enterprise is, continually 
tending tp Upset the ‘natural’ distribution, whiifh he has therefore, 
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in the teeth of individual enterprise, again and again to reinstate 
— to say nothing of the difficulty that, if he attempts to preserve it, 
say, by the regulation of inheritance, he is pushed a step further 
along ’the road of intervention and is, besides, in danger of 
creating conditions of extreme sub-division of property which 
plainly make against its effective use. The non-radical indi- 
vidualist is on safer ground in assuming that the existing institu- 
tions of Jirivate property correctly express the dictates of ‘natural 
law,’ and in remaining unmoved by those who question them on 
grounds of ‘natural equity.’ But he is on safer ground, not because 
his argument is more valid, but only because he refuses to be 
argued with. 

The individualist is right, as against the totalitarian, in insisting 
on the primacy of human beings. He is jight in scouting the 
notion tliat there can be a State’s welfare distinct from the welfare 
of the men and women who make up the State, and in putting 
forward the freedom and well-being of the individual as an object 
for social pursuit. He is, however, wrong in assuming that men 
can best pursue their happiness and welfare, or even their 
effective freedom, by refusing to take counsel together about their 
conduct, or to lay down in common any rules of action by which 
they are to be guided in the pursuit of their ends. He is wrong also 
in assuming that all ends important to the individual can be 
pursued merely as individual ends, without any element of co- 
operation among men for a common purpose, or that the 
individual is in fact exclusively interested in the furtherance of his 
own ends, and not also in helping other people to further theirs. 
The contortions by which some individualists, conscious of feeling 
in fact a sympathy for other men’s ends, try to resolve all other- 
regarding behaviour into self-regarding loehaviour are sometimes 
truly laughable. I myself had once to deal with a person who felt 
a strong desire to give money to a ‘good cause’ for which 
I appealed to him, but felt unable to do until he had not mei'ely 
convinced himself, but bludgeoned me into agreeing formally 
that in making the gift he was actuated entirely by consideration 
of the personal pleasure which the giving would afford him. The 
cause was so good that I had to tell a white lie; and the giver’s 
pleasure was undeniable. What he refused to see was that, if he 
had given merely for the pleasure of giving, he would not have 
been pleased. 

Men as Social Beings ■ 

The truth of th^ matter is that, though men and wom^n and 
their happiness and well-being are the things that coiSnt, men 
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'“and women are not isolated individuals who can enjoy these 
blessings by themselves, or by the sole power of individual enter- 
prise achieve the ends they value. They are by their very nature 
and relation to their environment social beings — members^one of 
another; and they must work together to achieve many of jtheir 
ends and must enjoy together the fruits of many of their labours. 
The dance of life is not merely a pas seul\ nor can one man, 
however enterprising, build the City Beautiful, No doubt, given 
the institution of property in its capitalist form, some men can 
become rich enough to buy dummy-partners or to employ all the 
labour needed to build a city; and such triumphs of ‘private 
enterprise’ are apt to be particularly admired. But the man whose 
achievements take only such forms is likely, unless he is quite 
abnormal, to be oppressed by the horrors of his loneliness rather 
than to have his spirtt lifted up. There are some ends which the 
normal man does pursue individually, so as to get a purely indi- 
vidual satisfaction; but no normal man’s life is made up of the 
exclusive pursuit of such ends. Even the artist wants someone to 
like his creations, and to share his sense of their worth-whileness. 

I have been, in the preceding paragraph, intentionally 
jumbling up several things together. Let us now try to sort them 
out. First, there are many things which can be done only by a 
number of people acting together for a common end. Common 
action in this sphere is consistent with individualism when the end 
is of such a nature that each man desires it for himself and not for 
the others, as may be the case in a Ratepayers’ League designed 
to keep down the rates. It ceases to be consistent as soon as there 
enters in any element of desiring the end for other persons as well 
as for oneself, as even the members of a Ratepayers’ League 
usually profess to do. Any intrusion, for example, of the notion of 
‘fairness’ or fair dealing by all who are similarly situated brings 
in an element for which sheer individualism cannot account. 
Secondly, there are many things which can be enjoyed only on 
condition that they are enjoyed by others besides oneself. A cricket 
match is an obvious example, and this applies to watching it as 
well as to playing in it. A Gup Final, a boxing-match, a play 
would lose much of their savour if one had the place to oneself, or 
were surrounded only by automata incapable of fellow-feeling.. 
Thirdly, there are many things which, though they can be done 
by individuals acting alone, can be done mucji better by co-operative 
action. Here the field of controversy begins; for the individualist 
is apt to combine with hfe egoistictpsychology a mystical belief in 
: tlie value of purely individual effort, and to see good not merely 
in what/s achieved by it but also in the nati^i’e of the effort by , 
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which the result is achieved. He is inclined to look down on co- 
operative effort, especially when the individual’s part in it cannot 
be separately identified. In such cases, it is apt to seem to him to 
be nobody’s effort, and therefore without value. If the value were 
only in the product, the merging of the individual efforts could 
make- no diference: if it is in the effort there is a difference; for 
the question becomes one of ‘prowess’ and not of enjoyment of 
the proc^uct. 

Individualism and Personal Prowess 

The notion of ‘prowess’ is, indeed, much more closely related 
to the appeal of individualism than is often recognised. A good 
'many people defend ‘free’ enterprise and object to collective 
action not because they believe that the results of ‘free’ enterprise 
will be better, but because they think it afifords greater openings 
for the display of personality. This would be a respectable argu- 
ment, if it meant greater openings for everybody, or for the great 
majority. Once upon a time, it may have meant this, when the 
means and methods of production were simpler. But to-day it 
means in practice something very different — the narrowing of life 
for the many in order to afford greater openings for the few, much 
less in exercising their powers upon the mastery of things than in 
treating other men as means to their ends. There are still, of 
course, graded opportunities for the display of prowess within the 
large organisations dominated by the supermen of industry and 
commerce; and there are also opportunities in small-scale enter- 
prise, where it is able to maintain itself in face of the development 
of mass-production techniques. Indeed, the controllers of big 
business ai-e continually trying to provide such openings in their 
own concerns, and defending their own position by appealing as 
‘fellow enterprisers’ to the smaller JB-y. But the indispensable con- 
ditions of modern production leave little room for the display of 
prowess by most workers in large-scale industry; and in many 
fields the smaller scale ‘enterprisers’ are in practice allowed but 
little latitude, aird get more kicks than ha’pence. Moreover, it is 
one thing to be given the chance of displaying prowess in a task 
which a man can accept as his own, and another to be allowed 
to display it only in furtherance of other men’s purposes. 

The . Fear of Bureaucracy 

Nevertheless, the ‘prowess’ motive counts: for a great deal 
among those who take up an attitude^ hostile to public inter- 
vention in the field of economiS enterprise.;^he fear of ‘red tape| 
is real, and extend&,far beyond those who object to it not because! 



they dislike tape, but because they prefer to choose their own 
colour. There is a widespread feeling that collective action can be 
equated with ‘bureauci-acy,’ and that a bureau is one thing when it 
is found in a public office and quite a different thing elsewhere. 
This is partly because the State bureaucrat usually appears armed 
with legal authority, scattering orders and regulations, wl&reas 
the private bureaucrat exer-cises his powers de facto, and not of 
legal right. But it is also because the private bureaucrats , conduct 
a continual campaign of abuse against the public bureaucrats, 
who are for the most part not allowed to answer back, There is 
a real difference between bureaucracy armed with legal powers 
and bureaucracy backed only by economic strength; but that is 
not to say that the one is worse than the other, or that they are 
not both of them forms of bureaucracy. 

Prowess in Its Good and Bad Aspects 

It is, indeed, a very real question whether ‘public enterprise’ or 
‘private enterprise,’ under the modern conditions of large-scale 
organisation, can offer the better opportunities for the exercise of 
‘prowess’ in its desirable social forms. It will be admitted that not 
all exercises of prowess are desirable. The Nazis based much of 
their system on maximising their own followers’ chances of dis- 
playing most undesirable forms of ‘prowess,’ such as ‘prowess’ in 
cruelty, espionage and delation, Jew-baiting, and war. There 
never was a regime, at any rate in a community purporting to be 
civilised, that offered such opportunities for self-expression: in 
these forms. But the correlative of these opportunities was itot 
freedom but tyranny for the greater part of the people. The 
question, then, that we have to ask is not which system most 
encourages pz'owess, but which most encourages prowess in 
socially desirable forms. 

That some forms of prowess are desirable, everyone will agree. 
Nay, more, most people will agree that in any well-organised 
society the opportunities for showing prowess ought to be widely 
diffused and canalised as far as possible into streams of social 
usefulness, It would not be a good society in which most men had 
only to .receive, and; had no hand in creating. Nor would it be 
a good society in which, in the process: of creation, most men’s 
role was purely mechanical and afforded no Opportunity of doing 
a job better or worse. Labour is unenviably placed when both 
the' pace and the quality of production are dc^:ei'mined entirely 
by the machine, and th§ quality of the machine-tender’s effort 
cah make no difference. * 

To this extent, it is correct to lay stress on tb^ factor of prowess. 



But why need there be any less scope for it when business is 
publicly run than when it is in the hands of large-scale ‘private 
enterprise'? Clearly, there may be no diffei-ence in the technical 
conditions. Manning a machine or organising a department calls 
for exactly the same kind of efficiency whether a business is 
pubflcly or privately owned j and there seems no reason for expect- 
ing either systen^to show a clear technical superiority in all cases 
over the, other, ^ne would rather expect ‘private enterprise’ to I 
have the best of it where the ojitimam of organisation is I 
refafiycly .small, and much' depend on careful co-ordination of all [ 
the technical factors within a relatively Small ' unit, and the i 
positions to be reversed where the optimum scale is very large and | 
the essential factor is unified control over a very wide field. For | 
undoubtedly public enterprise will tend to be large-scale enter- ‘ 
prise, whether the technical conditions" call for large-scale 1 
enterprise or not. And, on the other hand, ‘private enterprise,’ j; 
even when its scale is large, will usually fall short of unification of ]' 
all the relevant forces. Indeed, it probably is the case that ‘public ? 
entei'prise’ is technically not the best way of running small-scale I- 
industries]]and'‘pnyate enterprise’ npt'ffie . best way, e si 

ally, ]]p*f “running those which caU Jpr a high degree . ..pf unified ;: 
control. I 

"“The' technical^factors, however, do not stand alone and cannot 
be isolated.irA business that is technically efficient may be con- 
ducted in a way contrary to the public interest, whereas a 
technically inefficient unit may be doing its poor best to serve the 
public. Moreover, a business can be both inefficient technically 
and reasonably efficient in its quality of service, or m'ee versa; for 
technical inefficiency may be made up for by zeal and energy, or 
technical efficiency offset by bad human relations. All we can 
conclude so far is that there is no technical reason why in large- 
scale business ‘private enterprise’ should allow more scope for 
prowess than ‘public enterprise.’ If it does, the reasons must lie 
outside the sphere of technique. 

Charges against Public Enterprise 

This, of course, is what they are alleged to do. It is alleged , that 
‘public . entgrpmel .suffers, . from,.: ,tWQ-,.seriD,us. defecti.^'om „w 
‘private entei^risc’fis normally .free. The first of these 
to show itself on the side of. management. The public manager, 
it is argued, having greater security than his private counterpart 
and anxious rather to avoid than to att*act notice, is apt to take 
the line of least resistance,- and the enterprising individual, who' 
fifids himself caught in the meshes , of ‘public enterprise, ’4,s, apt to 
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find his initiative stifled at birth, until he gives up trying or 
resigni’dn despair. Secondly, nearer the bottom, the ordinary 
workers, having Security, see no reason for exerting themselves 
unduly, and there develops what used to be called, in relation to 
municipal services, the “corporation stroke.” 

Both these phenomena undeniably exist. But neither of them 
; appears to exist in the Soviet Union, where by far the, greatest 
^experiment in ‘public enterprise’ has been made: nor does either 
j'abpear to exist in such bodies as the Gehtrhl Electricity Board or 
'the London Passenger Transport Board any more than in large- 
Iscale private businesses — ^if even as much. All, but — say the critics 
— that is because neither in the Soviet Union nor in these British 
services does the element of security and of desire to avoid notice 
exist. The Soviet system plainly gives the utmost encouragement ^ 
Jto prowess; and the British Corporations encourage it at least as 
'-much as British private large-scale business. Then the fault must 
die, not in ‘public enterprise’ as such, but in a particular foi’m of 
Jit which consists in applying the methods df civil service admihi- 
Istfatioh to the widely diiTerent problems of business cOlltrol. 

Prowess in the Public Service 

The opportunity for the display of prowess can be given just as 
well, and diffused just as widely, under public as under private 
control, provided that the method of public control has been 
devised for the purpose of productive efficiency and not simply 
taken over from the methods of civil service administration. Nay, 
it can be diffused much more easily, because there is no public 
motive for wishing to concentrate power in the hands of a fet^ 
men at the top. The private owners of industry must keep the key 
powers in their own hands, because they must ensure that industry 
shall be conducted for their profit. The public can have no such 
motive to prevent it from wishing to give initiative the most widely 
diffused scope. It can no doubt occur that the public’s wishes are 
rendered ineffective by the desire of the head bureaucrats to con- 
centrate power in their own hands; but this tendency can be kept 
in check whenever the head bureaucrats are not anonymous 
major-domos, sheltering behind Ministers who do not knoty 
enough to control them, but publicly proclaimed responsible 
officers, who have to justify, their doings both to the. consuming 
public and to their colleagues, high and low, in the services they 
control. " - , 

_ The ‘prowess’ argument, then, affords no such support to indi- 
■yidualishi as is often supposed. Indeed, the prowess for which 
individualism gives scope is undifferentiated prowess— prowess for, 
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I'ill as well as for good — prowess uncanalised and essentially ego- 
nstic in its impulses. It is a prowess in exploitation, as much as in 
achievement, and, as far as it applies to lesser men, a prowess 
, accoiupanied by a very high degree of insecurity. 

Btit was I not urging, just now, that, top much security was one 
great cause of the miscarriage^ of public enterprise? Yes, I was. 
Too muchjsecurity is bad; but so is too little. A man should have, 
•itt'a feasohably organised society j a fair chance of holding and 
improving his position if his performance is up to standard, plus 
an assurance that failing to hold it will not mean sheer ruin; but 
no man should be. given the assurance that slackness or in- 
efficiency will not be allowed to prejudice his tenure of office. 

There is, however, a further distinction that needs to be made 
in connection with the question of prowess. For prowess can be 
either purely personal, or both personal arid representative. The 
prowess of the business entrepreneur, great or ' snjall, iTin essence 
purely personal. It is his prowess, conferring credit on him alone. 
The prowess of the manager, technician, or skilled vyprker.who is 
attached to a“large organisation is both personal , and rep.re- 
sentafivei lt confers credit on the organisation as w'dl as on the 
individual. But if the organisation is privately owned and con- 
tfolleti, the representative aspect of the prowess belongs to the 
firm and is related to the firm’s ends. It is a prowess of service, 
not to the public, but to the controllers of the firm, and it may 
even involve disservice to the public — for example, when a head 
of a sales department devises an efficient monopolist control for 
exploiting the consumers, or when a works manager shows skill 
in evading the factory inspector’s vigilance. On the other hand,j! 
when prowess is displayed in public enterprise it is again botm 
personal and representative; but its representative character is inf 
this case linked with the idea of public service, and therewith;) 
loses its ambivalent quality. 

Prowess under Capitalism 

The aim of a well-organised society should be to give plenty of 
room for the display of prowess in the service of the public, 
wherever it can be shown without trampling Upon the reasonable 
claims of other men. There should be ample scope, in a rightly 
organised society, for the exercise of personal skill and initiative, 
technical and organising capacity, and the art of leadership, and 
there should be scope m all these things for emulation, as well as 
for absolute achievement. A nyodern soaiety which fails to afford 
these opportunities to a high proportion of its citizens will indeed 
either stagnate or develop the essential characteristics of g, “Servile 
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State.’ It by no means follows, however, that ‘private enterprise’ 
is, in the modern world, the correct way of achieving the desired 
result. It will be agreed that the unemployed man or woman, 
living on the dole, though he or she may in fact be putting up 
a quite heroic struggle against adversity, and preserving jelf- 
respect in conditions which continually threaten,, to undermine it, 
has little or no chance of displaying ‘prowess. VProwess is by no 
means the same thing as heroism: it includes tl/e sense of achieve- 
ment, and of recognised achievement, as well as courage or skill/ 
A society which leaves a large proportion of its citizens either 
unemployed or in constant fear of unemployment is not one in 
which the required conditions exist. Even apart from the unem- 
ployed and those on the verge of unemployment, it spreads a 
sense of discouragement far and wide, and induces men to think 
rather of holding on tight to what they have than of achieving 
anything new..^If, as seems clear, reliance on unplanned and 
unregulated ‘private enterprise’ involves considerable unemploy- 
ment at all times and devastating unemployment at not infrequent 
intervals, the account against it is heavy, even in tei’ms of its own 
favourite virtue. | 

Antisocial Achievement 

Secondly, the forms of prowess which private enterprise 
encourages at the top are inci-easingly anti-social. They relate less 
and less to increasing production, and more and more to 
manipulating prices and supplies. The ‘man of enterprise’ who 
is most looked up to comes to be, more and more, the financier 
or company promoter, and less and less the actual producer. In 
war, no doubt, the scientist and technician tend to come into 
their own, and get recognition for their achievements in applied 
science; but that is because, under war conditions, the laws of 
capitalist production are temporarily in suspense. If the world 
returns to a regime of private enterprise, the scientists will go 
back to their pre-war position of relative obscurity and continual 
sense of frustration by the dominant powers of finance. The trust- 
makers, cartellisers, and company promoters will come again into 
their own. 

Two Kinds of Economic Liberalism 

I quite realise that the individualist dislikes these gentry as 
much as I do, except when he is one of them himself. But he either 
refuses to see that, in the 'modern -world, there can be no protec- 
tion against them except by invoking the State, or, if he does 
invoke the State, he calls upon it for a form ofService which it is 
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almost wholly unable to give. In order to make this clear, it 
is necessary to draw a distinction between^ two kinds, o 

which, are still, to _b^^^ .among, those^tyhp, call. them- 

selvestv Liberals in , a . political some,, .as,, well ,as, among ‘liberal’ 
ecot^dmists. The older economic liberalism told the State to pro- 
tect the rights of property, but apart from that function to keep 
out of the economic field. The newer economic liberalism tells the 
■ State to enter the economic field in order, to re-establish artificially 
the conditions which exist in the liberal world of economic theory, 
but not in fact. In effect, the older liberals believed in a laW of 
nature which would cause things to work out all right if only the 
State would stand aside; whereas the newer liberals have lost 
faith in the efficacy of this law, but not in the theories that their 
fore-runners based upon it. They are therefore driven back to the 
extraordinary notion of an artificial ‘natural’ law, which is to be 
impbsed by State action against trusts, combines. Trade Unions, 
and all forms of combination which stand iii the way of a regime 
of perfect competition. If the State will but suppress these things, 
they contend, the symmetrica] perfection which they can display 
in their theories will be translated into fact. 

An Artificial Free Market 

The first objection to this view is that it is quite extraordinarily 
difficult to prevent business men, or indeed workers, fi'om com- 
bining if they want to combine. The liberal economists begin by 
urging that the profit incentive is the only foundation on which 
a satisfactory economic order can. be based and then proceed to 
tell the profit-seeker that he must not act in accordance with it, 
wherever it induces him to prefer combination to unregulated 
competition. If in the order of nature profit-seeking did produce 
all the beneficent results attributed to it, there would be no 
necessity to restrain combinations; for either they would not pay, 
or their consequences would be beneficent. If it is necessary arti- 
ficially to restrain combination, that is a sign of the inability of 
the profit-motive to ensure good results. Moreover, when the 
State does try to prevent combinations, without superseding the 
profit-motive or itself accepting any responsibility for production, 
the effect of its action is apt to be a damping-down, instead of an 
acceleration, of technical progi-ess, wherever the scale ofeconomic 
development is bouncj to be large. Profit-seeking firms will not 
embai’k vast capital sums on research and development unless 
they are to enjoy a monopoly :s>f the disaoveries they finafice; and 
the forbidding of rationalisation and specialisaticas in large-scale 
industries is apt ft) prevent technical economies in’psoduction 
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from being applied. This is apart from the fact that, in nine cases 
out of ten, the prohibition of combination has been successfully 
evaded by changing its form. If a dozen businesses, instead of 
forming a cartel, choose to amalgamate into a single business 
under unified control, the resulting business is not a ‘comljine,’ 
but an individual firm, to which the laws against combination 
enacted by a number of States do not apply. 

It may be said that this objection could be met by better draft-' 
ing of combination laws and stricter enforcement of the State’s, 
rules against monopoly. But the further the State advances in this 
direction, the more it finds itself setting up in industry a para- 
lysing system of ‘dua.1 control,!. Of all economic regimes, the least 
likely to encourage enterprise is one in which there are two 
separate sets of masters, one to give orders and the other to 
countermand them. Wc had experience of such a System iir the 
coal-mines during the war, and it did not work well. It would 
have worked even worse if it had been suffered to continue in 
peace, especially if, as the liberal economists desire, the I’ole of the 
State had been purely negative — to forbid restrictive practices, 
but not to take any positive part in the determination of indus- 
trial policy. 

The second objection, then, is that, even if the State were able 
to make its negative will effective, the result would be to stifle 
enterprise, and not to encourage it. If it is once admitted that 
business men cannot be allowed to follow the profit-motive 
whithersoever it leads them — to competition or to combination as 
the case may be — the validity of relying on the profit-motive 
becomes suspect, at all events in all those branches of production 
in which strong tendencies towards monopolistic practices exist. 
It has then to be considered whether some alternative basis for 
determining the extent and forms of productive activity may not 
be preferable, at any rate in these particular parts of the economic 
field. 

Incentives Lower' Down the Scale 

Thirdly, the forms of prowess which private enterprise 
encourages lower down the scale of the economic hierarchy, while 
they may possess two of the elements needed to encourage pro- 
ductive effort, lack a third which is of at least equal importance. 
Private enterprise does offer to a large nunjber of those who serve 
it pecuniary rewards for special skill or effort and to a smaller but 
stilf considerable numbejfa form ofeprestige. By piecework induce- 
ments ^^ndjDonuses it seeks to induce high output, and it pays its 
employeiss at rates which rise with the power and responsibility, 
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as well as with the skill, demanded. It also gives to some the 
prestige of being charge-hands, foremen, under-managers, depart- 
mental managers, works managers, and so on, and thus enables 
them to rise in the scale of social consideration as well as of spend- 
ing .^ower. The element which its incentives lack is that -of 
recognised public service. The fact that a man gets a high salaiy 
and occupies a high position in the industrial hierarchy is no 
'assurance at all that he is a good and faithful servant of the 
public, or deserving of popular esteem. 

It is, of course, on this element of public service that the 
Russians have placed a high reliance in their appeals for higher 
standards of industrial achievement. They have by no means dis- 
carded the old incentives of higher pecuniary rewards and higher 
social status: indeed, they have tended, after a revulsion against 
them, to bring them back more and more." But side by side with 
them they have stressed the new element of public gratitude and 
recognition; and it seems clear that this factor has been important 
in eliciting a human response. It is an element that can exist only 
where industry is either publicly run or is run in accordance with 
a policy which is publicly prescribed. 

The Management of Socialised Industry 
The problem, then, that we have to face is that of so organising 
the essential services as to secure thc.efFectivh presence in. them, at 
all levels, of the incentives and attitudes that make for initiative 
and for efficient service of the public interest. In an earlier chapter 
something has been said of this matter as it arises in connection 
with the conditions of employment in the workshops of a Socialist 
society. We have now to face the problem over a wider front, and 
to consider niore preciselyr what are.-the. conditions under which 
a Socialist society, can' iayoid the dangers,, of bureaucracy, inherent 
in all forms of large-scale orgahisatipn,„and <^^n provide instead 
a framework witbin.,>vhic,h there, .will be the fullest encouragement 
for all; forms of initiative that can be harnessed fo the public 
‘"Service. 

The British Civil Service — Past and Present 
Let us consider first the general basis on which it is desirable to 
organise large-scale industries and productive services which are 
to be in some form ‘socialised.’ I have already insisted that the 
method of orgaihsation must be one devised,, escpressly for the 
p mpos e, ahd; rfottakeh over fiimh the 'i^ac^ 
sffatibh in the past. The British and other Civil Services are" 
instruments devisetl not for the runnihg.pf ,mdus^^^^ and services, 



but primarily for the quite different tasks of supervision and 
enforcemehl of minimum or of .the raising of revenue 

and the control of public expenditure, The main government 
departments which existed at the time when the British Civil 
Service first adopted its existing methods of recruitment ancf^pro- 
motion and its forms of internal organisation and routine were 
(a) the Treasury and Exchequer, Customs and Excise, and lesser 
financial agencies; (b) the Service departments — ^War Office and’ 
Admiralty — and the Foreign, Indian and Colonial Offices; (tf) the. 
Home and Scottish Offices, to which were added later the Local 
Government Board and the Board of Education; (d) the Board of 
Trade and the Board of Agriculture; and (e) the Post Office. Of 
all these departments, only the last directly administered any 
large-scale industry or service, though the Service departments 
had industrial branches under their control. The other depart- 
mfents ivere all essentially supervisory, except in the field of tax 
collectidn’. The Service departments did not run the armed forces: 
they only supervised the work of the army and navy commanders. 
The Poor Law Board which preceded the Local Government 
Board had indeed exercised so centralised a control over the 
local Boards of Guardians as to come near at times actually to 
running the poor law service; but this was widely resented as an 
anomaly, and an attempt to establish a permanent central Board 
of Health on a somewhat similar basis had been defeated by the 
outcry against “bureaucratic control.” The Board of Trade -was 
concerned mainly with tariffs and commercial treaties, and very 
little"With regulating industry, still less with running it. The 
Board of Agriculture was a newcomer, set up only in 1889, and 
had little power, The Board of Education (or its predecessor, the 
Privy Council Committee on Education) was hardly more than 
a machine for doling out grants to voluntary agencies and, after 
1870, to School Boards locally elected and autonomous within 
their limited scope. The Home Office had the important duty of 
factory inspection, and was developing its police powers; but it 
was directly responsible for the conduct of the police services only 
in London. Broadly, it can be said that the Post Office was the 
single case in which the Civil Service was running any sort of 
business enterprise on a considerable scale. 

The qualities needed in a Civil Service with mainly financial 
and supervisory functions were above all, those of probity ; and 
intellectual ability. Few CHil.SefvahtTh to show qualities 
of enterprise;’! w!ien tlieyo were ehterprisirig, as Edwiri 

Ghadi^ick‘''was in the field of poor law and public health admini- 
stration, Aey were pretty certain to get into frouble. What was 
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required of them was, first, incorruptibility; secondly, diligence;'; 
and thirdly, the ability to draft unambiguous regulations and tot 
interpret thexh in relation to particular cases without creating in - 
the public mind — -or in that section of it to which Victorian' 
Englg^nd was prepared to pay any attention — a sense of unfairness 
as between one citizen and another. 

The Civil Service of to-day is still recruited and drilled on the 
assumption that these, are the, principal qualities, required of it. 
Blit its functions have greatly changed. It still, except in time of 
war, administers directly no large-scale industry except the Post 
Office; but it has developed, in the sphere of social administration, 
the large-scale and widely dispersed Employment Exchange sec- 
tion of the Ministry of Labour, and the Assistance Board, which 
come into direct personal contact with a large body of ordinary 
citizens. Moreover, many of the main departments — the Ministry 
of Health (formerly the Local Government Board), the Ministry 
of Education, the Ministry of Labour (including the Factory 
Department transferred from the Home Office), the Ministry of 
Agriculture, and the Board of Trade, as well as the new Ministry 
of Town and Country Planning, and the still newer Ministry 
of National Insurance, have all been acquiring functions,. still 
mainly of a , supervisory kind, which have compelled them to 
spread their emissaries, throughout the, .country, .to allppf af least 
some embryonic form of regional organisation, and to maintain, 
not merely occasional, but regular day-to-day contacts with the 
outside public. This development has called for an additional 
quality, which the old-style Civil Servant sometimes finds it hard 
to acquire— the capacity to get on human terms with people who 
are not Civil Servants, or drilled in the Civil Service view of hfc. 
It has not, however, called, save here and there, for the possession 
of the qualities which are requisite for the running of business 
concerns. It is still a main part of the Civil Servanrs business to 
say no— though he has to say it more politely than of old— and, 
when he says yes, to endorse other people’s proposals rather than 
initiate his own. 

In consequence of its enlai’ged functions, the Civil Service of 
to-day has been forced to become a large employer of scientists 
and technicians in many different professional fields. But it has 
never felt quite at home in the process of assimilating these 
elements. The old GivU Service system was based on the belief 
thatpublic administration needed to be recognised as a profession 
calling for a special range of »qualities* and accomplishments, 
which could be best acquired not by specialist training bqt by 
picking them up asithe sequel to a higher classical educaixon. It 


was broadly assumed that any higher Civil Servant could pick up 
what was necessary for work in any department, and that the 
principal posts should be filled, not by trained specialists, but by 
men of high probity and general intellectual ability. The, doctor, 
or other trained professional man, who had to be taken into the 
Service for a particular job which could not be done by a layman, 
did not really fit into the official hierarchy, and usually remained 
rather apart from it, seldom securing promotion to any of the key 
offices through which policy was controlled. The ‘lay’ pattern of 
the Civil Service matched neatly the ‘lay’ pattern of party politick 
Minister and Civil Servant were alike ‘laymen,’ ’in the sense of 
having had no specialist training for their jobs; the Civil Servant, 
however, usually stayed in one job much longer than the Minister, 
and was therefore, vis-d-vis his nominal superior, the ‘lay’ pro-' 
fessional dealing witfi the ‘lay’ amateur. 

The Public Corporation 

As soon as the question of transferring large-scale industries 
from private to public qperatiori seriously arose, it became obvious 
that thej,pyiliService,,,..asit was, woi 3 d~^^^^ for running them. 
Indee'd j” as the Post Office developed into a more and more 
diversified and technical economic service, there was increasing 
discontent with the Civil Service method of conducting it— a dis- 
content which led eventually to the ‘Bridgeman Reforms’ of 1932. 
The first important issue arose over the London docks, and was 
settled by the establishment of the Port of London Authority as 
an independent corporation governed by the users of the port, 
to whom were added a few representatives of municipal, labour, 
and other special interests. Forestry next called for attention, and 
was dealt with by the setting up of the Forestry Commission- — 
a curious hybrid, with one Commissioner sitting in Parliament to 
answer questions and the rest appointed from outside Parliament, 
and with its financial operations controlled by the Chancellor of 
the Exchequer and the Treasury in such a way as to deny it the 
thing it needed most for success, ability to plan ahead over a long 
period. Next came the electricity problem, when it was realised 
that there must be a co-ordinated plan of generation and trans- 
mission of current over the whole country. This necessity \yas nict 

by establishing the Central Electricity Board to" build, and 

administer, the new ‘Grid’ system, not as a government depart- 
ment but as a public corporation entitled to raise, its pwn capital 
by borrowing, and not Subject tcwcontrol by the Treasury as long 
as it |iid not ask for any government guarantee .of its issues. The 
O.E.B. tewas composed of full-time membero appointed by the 
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Go’/ernment, but not represented or themselves sitting in Parlia- 
ment; and there was, in effect, no parliamentary control , over its 
operations except whpn, it needed an extension, of its statutory 
powers,. The London Passenger Transport Board was largely of 
the same type, except that a Conservative House of Commons, in 
its feSr of Socialism, took away from the Government the power 
of appointing its members, and devised instead an extraordinary 
system of “appointing trustees” — ^with the laractical consequence 
that the Board became, to all intents and purposes, self-co-opting. 
In the prerwar Coal Commission, which took over the manage- 
ment of the coal resources when they were publicly acquired, the 
precedent of the Central Electricity Board was followed, in, prefer- 
ence to that of the L.P.T.B., even by a Conservative Government. 
'On the other hand, the Agricultural Marketing Boards set up in 
the ’thirties, which acquired in pra,ctice coissiderable functions, of 
business management, were based on representation of private 
producers and stood, under the Ministry of Agriculture,' which 
was responsible for them, for the strange conception of public 
operation for private profit. The British Broadcasting Corpora- 
tion, which has been omitted from the foregoing list as involving 
problems of free speech and propaganda as well as of business 
organisation, was founded on yet another basis, with part-time 
Governors appointed by thc^Government and without spokesmen 
in Parliament, but with a general responsibility to the Prime 
Minister and through him to Parliament where questions of 
public policy were concerned- 

All these expedients — the list of them could be prolonged — are 
mentioned here as showing that there was a general realisation of 
the unsuitableness of the Civil Service method of cdritrol for the 
conduct of business operations, but ^no clear view,. ;pf the right 
alternative to it. It was recognised that the alternative must be 
some form of public board or corporation, not subject to Civil 
Service rules, but it was not at all clear how such boards ought to 
be chosen, how they ought to be related to the existing Giyil 
Service departments, to the Government, ,or tp Parliameph, or 
under what economic rules and principles, if any, they ought to 
yyprk. The various expedients adopted were all attempts, in 
varying degrees, to allow for greater elasticity than the Civil 
Service system allowed; to retain the valuable features of private 
business administration, while getting rid of the undesirable 
features; and to reconcile the ultimate supremacy of Parliament 
with the freedom of business eijterprise. » 

So much was matter of agreement;, but there was much dis- 
agreement over, other issues. Socialists, and all who feypifred a 



planned economy, were bound to insist on the need, not only for 
giving to each public service a form of organisation suitable to its 
internal conditions, but also for providing means of co-ordinating 
its work, at the level df policy, with that of other industiies and 
services. Evidently, if there was to be any sort of economic plan- 
ning, each separate board or commission could not be suffered to 
go its own way, irrespective of the effects on other industries and 
services, or on the public plan as a whole. Co-ordination would 
be needed, and could be secured only l)y making each board or 
commission responsible in matters of policy to the Government, 
through , the most appropriate department or Minister, while 
leaving each free to manage its particular semce in its own way 
within the limits set by the policy presented to it. 

Anti-planners and upholders of private enterprise, where they 
were driven to admit flie necessity of public or semi-public ppera- 
tion of a particular service, naturally took the opposite line ;' Their 
desire was to make the public board or corporation as like as 
possible to a private business concern, and to prevent the Govern- 
ment from having any control over it in matters of policy and 
from using it as an instrument of any public economic plan/ They 
therefore .wished , the members of the board. or comraission...either 
not, to be appointed by the Government or, if appointed by it, to 
be irremovable exceptTor pfoved.inisconduct, and iffesiponsible, 
so as to be free to follow the market, and to, operate .the se.rvice 
as if for profit, subject only to the condition that they should 
seek, not monopoly profits, but only reasonable profits such 
as a regime of open competition might have been expected To 
yield- 

In practice, as long as Public Boards and Corporations 
remained relatively few, and there was no government econoinic-» 
plan, the question of co-ordination did not: ofien arise, and each 
separate Boarcl was, left largely, free, to, clhterrrnne its , own, policy 
withinthe terms pfits Act or. Charter without iWch, or even any, 
government .control. Obviously, , however, this situation cannot 
: continue to exist. now .that,.tbere.is a .Goyernmeh^ committed , to 
a policy of full .emp,Ioytnent, ,. wh,i'?Ii,,,; .as, we have ,seen, , invoIves 
planning in acco,rdance with...a „defihite scheme of priorities in the 
use of capital and: labout...,re,soui’fees. Even if control by the 
Government is extended rmder such a plan to industries and 
services which remain , in private liands^ it will obviously be 
; applied to a greater extent to , those which* are owned and 
operated by public bodies. Planning involves the co-ordinated 
rpublic regulation of the separate public agencies in charge of 
I particular mdustries and services; and the co-6rdinating function 
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can be perfbi'med only by the Government itself, or by some 
economic agency acting directly under its authority. 

Repres^tatives or Public Kominees? 

can, then, take as the first assumption for the form and 
organisation of public enterprise that publicly operated industries 
and services will be in the hands of specific Public Corporations , 
(or Boards) acting under, govei’nmeht. direction in matters of high 
policy, but themselves responsible for .the conduct of their affairs ) 
withirf this overriding condition. The first question that arises is" 
this— whb are the members of these Corporations to be, and how 
are they to be chosen? It seems clear, that the Government must 
choose them, and must have the right, in the, last resort, of 
replacing' them; for liow else is its control pyei' policy to, be 
assured? This, however, leaves open the^'question whether the 
Government should choose whom it pleases, or should be guided 
by the principle of representing any particular grou)M"of iiifff ests, 
which should be invited to suggest names. There are two broadly 
dfflereht types of choice “possible-— -vvith, of course, many inter- , 
mediate varieties. At one extreme is the representative, board,, | 
made up of persons chosen on the nominati6n“df vanous groups 
or interests — the workers and I'nanagers in the industry, the con- 
sumers of its products, local authorities, government departments, 
professional associations, and so on. At the other extreme is the 
nominated , bo.ard, chosen si,nip,ly , ,on„ grounds of, p.ersonal , suit- 
ability, without any element of representation or consultation '■ 
with any group, Something much nearer to , the. second, than to 
the first.^of these models seems to be-:Cleariy preferable, as q-nore 
likely to yield a board whose members will be able to pull 
together harmonibusly, putting first the task of giving the .loublic 
good service, and not regarding themselves as obliged each tp put 
first the claims of the interest which, he represents. A board made 
up of representatives of widely divergent interests could hardly 
be expected to be either efficient or a faithful servant of the 
general interests of the people. 

The Question of Guild Control 

No doubt, higher efficiency might be secured from a board 
representing only, or preponderantly, a single interest. At one 
time I strongly advocated that socialised industries should be 
manage(i ;by:,,fj,utlds representing the various groups of persons 
engaged in , them — ^manageraj- teclmiflians and maniiaT and, 
adrahi^lratiye wbfkefs-^under the genei'al policy cbntfbhof the 
State. I did not sd|;geit 'that's^ Guilds should control ■pf ices or 



production policy or their members’ pay; for such things clearly 
raise general issues which must be settled by representatives of 
the entire community. I drew a distinction between policy, which 
includes such matters, and the actual, mana.gernent and technical 
control , of industrial processes, which I believed should be jn the 
hands of the workers by hand and brain in each industry or 
service. I still hold this view, but not that it can be immediately 
applied. I think there must be, in the first instance," and to 
organise the transition, a JBoard for each industry, directly 
under the State, and consisting of persons chosen for tlieir personal 
competence and not as representatives of any group or interest — • 
though of course this must not exclude the choice of men who 
have had actual experience, as workers, technicians or managers, , 
in the industry concenied. I believe these Boards should set out, 
'as far as possible, to devolve responsibility for the day-to-day 
running of their industries on the workers actually engaged in the 
various tasks, at every stage from the individual workshop and 
establishment up to the regional unit and to the industry as a 
whole, In this way, I believe democratic industrial self- 
government can be gradually achieved without the dangers of 
‘syndicalist’ control in. the sectional interests of the producing 
groups. 

Such Boards as are here suggested could, of course, be 
appointed in ' consultation with' any groups or interests par- 
ticularly concerned, though not on their nomination. 'What is 
essential is that the members of the Boards shall not be torn by 
conflicting loyalties as they are bound to be if they are expected 
to act at once as representatives of the public and of the special 
groups from which they come. 

Staffing the Public Corporations 

The next big issue arises in connection with the staffing of 
socialised industries and services at the administrative level. It 
was, T believe, a correct instinct that led to the staffing of the 
Central Electricity Board, the London Passenger Transport 
Board, and other Public Corporations not by Civil Servants or 
under Civil Service conditions of employment, but by direct 
recruitment a,nd under qqncljtions more closely resembling those 
of private business. Tffis w easy enough when there were Only 
a: very feTv'Cofpbfations to be staffed: as,t,heir number increases 
certain problems are bound to arise. It will bedome necessary, in 
.the interests of efficiencf and opportunity, to facilitate transfers 
both ffrom, one Public Corporation to another and between 
Public Corporations and private businesses--and also, I think, 
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between the Corporations and departments of the Civil Service 
and the local government services. Such transfers will have to be 
made easy in both directions; and movement will have to become 
much ipore usual than it has been in the past both into and out 
of the public services as well as between one branch of them and 
anotlier. This raises two important problems. In the first place, 
it should be made as simple as possible for men to carry rights 
of pensi®n from one job to another, and conditions of pension 
should therefore be as far as possible assimilated over all fields of 
employment. Secondly, payment for work of the same standard 
must be made less unequal than it is to-day in different kinds of 
employment. This is not, so big a problem as it may sound. It is 
not true, as many seem to suppose, that private business pays in 
general much higher salaries than are given in the public services. 
Private business does offer very much higher payments at the top, 
but to the general run even of its managerial, administrative and 
technical employees it certainly pays no more than similar persons 
get in the public, services — if even as much. The problem is, then, 
mainly one of the very high rewards paid in industry to a very 
few people right at the top; and this could be dealt with by some 
scaling down in private business — ^which is likely to occur in any 
case under public control — and some scaling up in most branches 
of the public service. 

Pensions and Security in the Public Services 

The question of pension rights is closely bound up with that of 
security of tenure. If a man can leave his job only at the cost of 
forfeiting valuable accumulated pension rights, he will hesitate 
long before leaving it of his own free will, and there will be great 
reluctance to dismiss him even if he is inefficient or unsuitable. 
The more easily a man can carry his pension rights with him, the 
easier will it be for him to move — or to be moved. This will be 
a very great advantage from the standpoint of the happiness and 
satisfaction of the persons concerned, as well as from that of 
efficiency, Why, then, has so little been done to make pension 
rights transferable? 

First, because employers are apt to regard the accruing right 
to a pension as a means of holding men whom they want to keep, 
against the offers of other employers to engage them at higher 
salaries or for more attractive work. Secondly, in the Civil 
Service especially, because the jupn-transferable pension right has 
operated as a safeguard against corruption. If a public servant' 

could easily transfe# to private employment, he might Ue ^eriipted, 
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in hope of a good offer, to curry favour wit h business men with 
whom he had official dealings. 

Salaries in Public and Private Employment ^ 

This, indeed, is the greate.st difliculty in the way of to and fro 
movement between the public .services and private bumness, 
especially in view of the much higher levels of payment at or 
near the top in profit-seeking biisinnss. It can hardly be dealt 
with at all completely except by an a,s,similation of salaries in the, 
two fields, though a clo.scr supervision oi'privat(! buKine,s,s l)y the 
State is bound to involve much more movenu'ut bt'twccn them. 
Accordingly, the a.s.similation is a matter of great imjjortance. In 
practice, the high wartime levels (fi' direct taxation tm large 
incomes have considerably reduced the difieren(x;s; and to the 
extent of their retention the size of the problem will bti i^er- 
manently reduced. It will, however, continue to exist until it is 
faced directly. 

Up to a point, it must be faced as soon as the State takes over 
any substantial number of industries or servic.c.s hitherto in 
private hands. There will have to be .salary-scales for these 
socialised services, and they will have to be related to the scale.s 
existing in private industry if the State is to get and ke(^p the best 
men. Probably, many of the best men will be lasady to serve the 
State for somewhat less money (with sonunvliat greater .security) 
than they could command in profit-making ciuploynK'Ut. But the 
differences must not be too great, and accm'dingly, at tlic top, 
socialised industries will have to pay liigher s!)lari(%s than tux at 
present paid to leadiirg Civil Servants. 'I'liis will certainly react in 
time on Civil Service; salary .scalcsj and a tunv adjustjnciit will 
gradually be reached, with rewards in botli public smd private 
employment corresponding to the. incentive, s needed iu the ntiw 
Socialist, or semi-Sooialist, form of indvtstrial society. 

How to Avoid Bureaucracy 

mpb^ityip the public services and between these 
services and private employment, it should be. fully practicable to 
prevent Public Corporations from developing the familiar defects 
of bureaucracy, sav^ tp thie .extent to ivhich these aix ine.scaj'iahlc 
in any form' of large organisgtipn. In particular, it .should be e.asy 
;'to avoid the thing tE'at more than any o|her makes for bureau- 
; cracy in the Civil Service as it is— -the tendency for it to ailract, 
i because ofthesecuritvitoffers, a Iwgh proportion of the le.ss cuter- 
i prising, aremng;, the, clever. It; can, I think, hardly he deuuni by 
anyone who knows the conditions that the atirnini-strative grades 
st^a ■ , ”■' * ■■■„ ■ ' 


) of the Civil Service have in the past tended to attract young 
people ol: this type. They have done so, because the Civil Service 
I ' has offered them a socbilly. secure background for the cultivation 
I' of tlu^r ; personal interests. Tlrey have been prepared to serve 

1 faitlTulIy, without corruption, and with reasonable diligence the 

departments to which they have been assigned; but they have 
not, for the mo.st part, found in their work any ahsorbing interest 
or stimulus to personal initiative. This is partly because the 
\ hierarchy of the Civil Service usually gives the intelligent entrant 
'to the higher grade very little responsibility during his early years 
! of employment. Policy in the departments is in effect settled by 
a very few; and the adminfstratiye jobs done by the rest seldom 
call for, or even allow, any large exercise of inaagiiiation or 
' pcjrsonal initiative, except where a department has thrown out 
from its centre a considerable local and regional organisation. 
Where this has happened, the opportunities are apt to be much 
greater for the junior men; and this is one reason why the move- 
ment towards regional organisation has been so strongly I'esented 
by the leading seniors in some of the departments. 

It would help a good deal towards enlarging experience and 
I stimulating imagination and initiative if, in particular, there 
were much more frequent movement from the national intp the 
municipal, and from the municipal into the national, service. 
This would involve a common plan of recruitment and organisa- 
tion over the whole country, instead of the almost complete 
localism that has prevailed in the past. 

A further question of great importance is that of the relations 
: which should exist.Jbeteecn pu bl ic bo ards or corporations set up 

for the conduct. of particvtimiudusirics or tl\c.TTPW5e 

of Gpjnmpn.s. If the Corporations ivre to be subject in matters of 
policy to government control — as they must be if they are to be 
effective instruments of public economic planning — it is clear that 
Ministers will have to answer for them in Parliament. It wouldaiot 
fit in well with this to put at the head of each board a Mem ber o f 
Parliament or even, as in the case of the Forestpy 
have one parliamentary nicm'berfp speak for it in ParUament. OnF, 
the whoit; it i.s undesirable for Parliament to be closely, connected} ; 
^ with the day-to-day adriiinistrgtion of sociali.sed ,i,ijdM&tOTi,„Qr^^^^ I 
M.Ps, to fee'.ablc to catechise the managing bdaEd8.,abouiMxy and| i 
every Issue,, Jig , ipattejvhow. snWLll,,,,o,r , per|o,nak,,:that^^ 

ITerc is, howevar, something to be said for the proposap that 
there should be l%diamcntary Corntplftpo^. S 5 t,.^n^ 'and. 

advise upon thg working ; of each , of main departnienl^s; and 
these commillccsTionld be given tlic right to call b’efurc them 


,>a..d to consult will. r“ ?? ?!“ SIS 

Public Corporations ^ ^ 
i .1,0 affair, of cad, Board ” <JXS“ SS™oS^^^ 


aepatc ai iLabc o rc c * for each such body 

Committees; and of coutsc tnc r i ir„rlmai’ nt- ‘T<Vnnnm!f- 
should be included in the Man-powi Bud;, 1 oi L«>»^»tn<^ 
Plamiinir Budtref which will need to be hud bclou, 1 .luianicut 
Ji'ianmn;, nua|;,t.i. wn Government ,s general eamonuc 


each year as an expression ' 

seems to be no reason S 

- organised along the 

I charge of bureaucracy, llougb organisation but the 

agamst bureaucracy IS n ^ bureaucrats. • 

I presence among the people., h i e , ■ . , . ’ 

k a spirit of hope, ^adventurousness, and conhdcncc m then 
I country’s future. 


CHAPTER VIII 


THE INSTITUTIONAL FRAMEWORK AND 
THE* CONDITIONS OF SOCIAL PROGRESS 

The Political Institutiom 

We may now return to what was said earlier about the 
three types of institution which together make up the framework 
of society. We described these three types as the political, the 
economic, and the social, and we defined thenij briefly, as including 
(a) the institutions of government, local as well as national, and 
the forms of association, such as political parties, directly con- 
nected with these institutions; {b) the institutions of production, 
distribution and exchange, including such informal institutions as 
the systems of property rights and local tenure, as well as the 
more personal institutions, such as joint stock companies. Co- 
operative Societies, Trade Unions, banks, trusts, and financial 
agencies of many other kinds; (c) institutions not primarily 
political or economic, but embodying conceptions of social valua- 
tion and belief, such as churches, educational and cultural bodies 
and establishments, and, on the impersonal side, the institutions 
of freedom of speech and writing and of association, marriage 
customs, and the codes of conduct regulating everyday intercourse 
in a wide variety of social relations. 

The controversy in which totalitarianism and industrialism are 
the poles arises in all three fields, but in somewhat different guises. 
In the sphere of economic institutions it centres, as we have seen, 
round the question of industrial ownership and the direction of 
economic policy, with which throughout the present section we 
have been mainly concerned. In the sphere of political institu- 
tions, it centres round the forms of government, and in that of 
social institutions round the forms of association, and the degrees 
of freedom, to be accorded to them, and round the general issues 
of personal freedom. 

When, for any reason, the normal working of society has been 
interrupted and* the foundations of the social order have 
been called into question^ the imraediattly ensuing contest, what- 
ever its underlying nature, tends to turn directly on the nEy;ure of 
the political instimtions with which the formal task of alaaping a 
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new order is to rest. This is sb, even if tlie underlying issues are 
really economic or social, ratliei' than political; for, though the 
people can sometimes settle by direct action (c.g. Jry seizinjg the 
land) how a fundamental issue is to be detemiincd, it,i,is the 
political institutions that make the laws, including the laws wliich 
decide tlicir own form. The political procc,ss of law-making may 
be, in greater or lesser measure, really a rcglstr;itipii of economic 
facts and relations; liut until there exists a iiolitlciil instrument 
and it make.s law.s governing the <;,ssenl;ial relatioiLS, the society can 
have no as.sured hiisis for the carrying on of hs day-to-day alliiirs 
or for its dealings with other soci(;tie.s. Accordingly, in Ihiroiic and 
Asia to-day, wherever societies have been shaken to their roots, 
the first task is to got some sort of g'overning and legi, slating 
machinery into effective existence. I'his may be done either by 
reinstating the political insi itutions of the past, and tlieu pro* 
ceeding to modify them, if they arc deemed to need modification, 
or by setting up a provisional regime to define the conditions and 
take the necc.ssary steps for creating a new permanent Ibrm of 
political structure. 

Political Issues in the Post-war World 

Thus, as I write, early in i()47, in Holland, Noiavay and 
Denmark, the old political institutions have lieim put back as a 
preliminary to considering nece.ssary changes. In Belgium this 
has been done, .subg'Ct to the qualification that a King susiKJCted 
of collaboratiouisra has btien replaced liy a temporary Regent, 
without any overt challenge to the institution of monarchy, as 
distinct from the past occupant of the tliroiie. In France, there 
has been, up to a little while ago, a provisional regime, which 
was in efl'ect appealing to the people by plchi.scite to say whether 
it wished to regard the old, pre-Vic:hy, constitution a.s still in 
force or to set up an entirely new Constituent Assembly in order 
to make a fresh start, This provisional regime lias been engaged 
as an outcome of the popular verdict, in the diflicult ta,sk of 
. drafting a new Constitution acceptable to the three great parties 
which are contending for the right to shape the new .society. The 
new Constitution has been drafted and, after a first relniff, 
approved; but it is still being opposed by powerful forces headed 
by General dc Gaulle, and cannot yet be ^'cgarded as resting on 
any secure foundations, In Italy, there is again a provisional 
riigime, within which lively disprU:c,s have been proceeding both 
over the issues of Monarchy versus RepubUo—now settled in 
favour of the Republic“"and over the &rm-—srfil unsettled — that 


is to be given to the political structure of the new State. In Gi'eece 
the same issues have been in question, but the royalist pro- 
visional government at present in power has been put there, not 
by the^Greeks, but mainly by Great Britain as a consequence of 
politics set on foot under Churchill, who both favoured Monarchy 
and regarded Greece as falling within the British sphere of in- 
fliicnce. In Bulgaria, Roumania, and Hungary there are pro- 
visionab governments in eliect set up and maintained by the 
Soviet Union, and the entire future of the political structure has 
still to be finally settled. In Poland, after a struggle, a Soviet- 
sponsored Provisional Govei'nmcnt, with some mpdifications, has 
successfully ousted from recognition, as well as from power, the 
, old Government previously recognised in exile by Great Bi'itain 
and the United States. In Yugoslavia, there is a Revolutionary 
Government, originally based on an accomrnodation between the 
old Government and the new institutions set up by Marshal Tito’s 
army of liberation; but now, since the removal of the King, 
exclusively dominated by the elements lavourable to the Soviet 
Union. In Austria there is a democratic Provisional Government, 
recognised by the Soviet Union as well as by Great Britain and 
the United States; but the entire shape and structure of the new 
State is still undetermined. In Spain, there is a Fascist Govern- 
ment still in power, challenged by a Republican Government 
which claims to be the legitimate successor of the Govern- 
ment ousted in the civil war. Attempts to stir U.N.O. into action 
against General Franco have so far failed in face of British as well 
as of American reluctance to take any action that might an- 
tagonise Catholic sentiment. In Germany there is no Government 
at all, but only a foreign administration set up by the victorious 
Powers — or rather several administrations under military aus- 
pices, hardly at all co-ordinated, in face of sharp differenees of 
policy between file occupying Powers, by a central control council 
in Berlin. In December, 1946, agreement was reached for some 
sort of merger between the' British and American Zones; but this 
was mainly for ecoiromic purposes, and did not in any way settle 
what the new political system in Germany is to be. In Japan there 
is — I know not what; for the course of events since the Japanese 
surrender has been almost impossible to follow without much 
more knowledge than I can claim to possess. All that can be said 
is that the Americans ^rppear to have taken exclusive control in 
Japan to an even* greater extent than the Soviet Union has done 
in any part of Eastern Europeu* and that the hew Japanese Gon- 
stitution, which leaves the Emperor at the head of the Staje and 
conservatives in tile main positions of power and influiences, is 

=77 


definitely American-made. In China there is a central Govern- 
ment, recognised by the United Nations, but at loggerheads with 
a rival Communist regime in the north-western provinces, so that 
the country, despite , the meeting of a nominated Constituent 
Assembly (dominated by the Kuomintang) in December, 1946, 
and the adoption of a new constitution, is in a state of civil '^ar. 

In all these countries, and in others which I lack space to 
mention, the future political structure is uncertain in varying 
degrees. In the West Holland, Denmark and Norway alone seem 
to possess an assured political basis on whic.h to rest their future:' 
so that there changes can be made constitutionally without neces- 
sarily raising any extra-constitutional issues — though, of course 
even in these countries, such issues may arise, and in the case of 
Holland there have already arisen very large issues in connection 
with the future of the Dutch colonial empire. 

Two Views of Economieo-polUical Relations 

According to one notion, which is widely accepted in the 
countries which have developed under systems of parliamentary 
government, settling the political structure of society is one thing, 
and settling its economic structure quite another. On the basis of 
this notion, the correct procedure for a country which wishes to 
equip itself with a new set of institutions is first to call into exist- 
ence some sort of Constituent Assembly, whlcli will thereafter 
draw up a new constitution, and only when that has bceti done 
to revise its economic and social institutions l)y the constitutional 
procedure of legislation, 'fo the leaders of opinion in the parlia- 
mentary countries, or to most of them, it seems right and natural 
that such a Constituent Assembly should be elected by universal, 
or at least by manhood, suH’rage, and that there should be 
political parties, representing widely dilfcrent political opinions, 
to nominate candidates and to carry on propaganda before the 
election. It also seems right and natural that the Constituent 
Assembly should be made up of the successful party nominees and 
should settle by majority voting what the structure of the new 
State is to be. While these things are being done, it seems right 
and natural on the assumption of parliamentarian democracy that 
the existing economic and social institutions, whatever they arc, 
should continue in operation, and should be taken as valid for 
the time being, though of course the jiarties are to be quite free 
to call their expediency into question witl/a view to their future 
amendment by the appirovecl methods of legislation. The only 
qualifiption admitted seems to be that, when a country has 
been under Fascist control, it is thought it^ht to eliminate 
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Fascist influences (which are, however, variously defined) 
before proceeding to consult the people about the form of the 
new State. How this is to be done without to some extent pre- 
judging the future economic structure does not appear at all 
clearly. In practice, it is always a matter for difference of opinion 
wheflier it is more important to make a holocaust of Fascist 
influences or to leave them partly in being in order to avoid 
upsetting the continuity of economic life. 

pbviously, no Soviet political leader would think of matters in 
'this way. In the Soviet philosophy, political institutions are 
derived from economic institutions, and the first question to be 
settled is the basis of the future economic order. When this has 
been decided, the appropriate political institutions to go with it 
can be readily devised. To settle the political stmcture first, and 
the economic structure later, is to put the* cart before the horse. 

It follows that Soviet thought by no means takes as natural the 
creation of the new political instruments by a Constituent 
Assembly representing all the conflicting opinions of the citizens 
on a basis of party, or elected after a campaign in which every 
political party (except those which are regarded as definitely 
Fascist) has been allowed equal freedom to express its views. In 
Soviet philosophy the creation of the new social framework is a 
revolutionary act, beginning with the de facto establishment of 
a hew order, which must at once be made effective in both the 
economic and the political field— and, also, at any rate to a con- 
siderable extent, in the social field. The processes of economic and 
social transformation cannot be allowed to stand over: they must 
be carried through promptly, in order to provide the right 
foundation for the new political order. As for the Constituent 
Assembly, if it is to exist at all it must be so chosen as unmistak- 
ably to reflect the consequences of the economic revolution. It 
must stand in all essentials for the ‘dictatorship’ of the class or 
classes which the revolution has brought to power, and must 
represent, not all the citizens in their individual opinions, but 
primarily the forces responsible for the establishment of the new 
order. 

Two Views of European Reconstruction 
It is no wonder if, on the morrow of victory in Europe, the 
United Nations failed to see eye to eye about the means of 
establishing ‘deiTtocraXy’ In the liberated and defeated countries 
which needed to find a new iigstitutionjil basis for their common 
life. When a country was occupied by the Soviet Union, there 
usually arose in itii>a Government which stood for a new ecanomic 
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as well as for a new political structure; vvlicnjas in the countries 
occupied by Great IBritain and the United States, or subject 
mainly to their influence, the attempt was made to deal with the 
problems of reorganisation, apart I’rom measures aimed djrectly 
at Fascism, in purely political terms, leaving the economic issues 
to be adjusted later, when the new political institutions coulfl get 
to work upon them. The politicians of the West were apl; to regard 
Soviet beliaviour as simply aiming at the S(U:ting up of G(jvern- 
ments which could be relied on to follow the lead of tlie Sovied 
Union and to keep their countries within tin; Soviet jsplwu'e of 
influence’; whereas Soviet opinion regarded tlie policy of the 
Western powers as simply an attempt to restore capitalism by 
setting up parliamentary institutions without any change in the 
economic foundation on which they would necessarily be based. 
Up to a point, each side, was right alrout the practical diect of 
tlie other’s policy, though not about the motives behind it. If 
Soviet Governments, reflecting a basic change in the economic 
order, could be set up and securely entrenched in Eastern 
Europe, they would naturally gravitate towards the Soviet Union, 
as their near neighbour and the main focus of Sovdet power. If 
parliamentary Governments could be set up in the West, and the 
economic order be left unchanged until they had pronounced 
upon it, such Governments would naturally gravitate towards 
Great Britain and America. But this was not tlie only reason why 
the Soviet Union favoured one sort of new Government, and 
Great Britain and America another. To cadi side, the choice 
which it made seemed right and natural, us according with its 
own conceptions and traditions of socird organi.satioii. 

In fact, of course, the Soviet Union did not set up Soviet 
Governments in, tlie areas which it occupied, or encourage tlic 
setting up of such Governments liy its own supporters in these 
areas, Stalin did not at all wish to provoke a direct conflict on 
this issue among tire United Nations. He compromised by setting 
up Governments of a provisional character which did not rest 
ostensibly on a dictatorship of the revolutionary forces or on a 
complete change in the economic order, but were in fact so 
weighted as to ensure Communist preponderance, while allowing 
some latitude to other parties not too far rernoved from the Com- 
munist attitude for collaboration to be possible. In the meantime, 
under provisional regimes, mainly representative of the forces of 
revolution, the processes of economic change eould in iact be 
inishcd forward, so as to^provide Jihe necessai'y conditions for a 
fadicall)! new political structure. In Poland, in order to secure 
recognitiijn' for the Moscow-sponsored Govftnment and the 
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liquicUition of the old Government previously accepted by the 
Western powers, the Russians were compelled to go further and 
to call back to office some of the leaders of the old parties; but 
these rfjinstated leaders can hardly be having an enjoyable time. 
In Czechoslovakia they had to go further still, and to accept a 
Government formed mainly on the western model — after its 
leaders had given assurances that they would cordially co-operate 
with the''Soviet Union. These concessions were necessary in order 
to prevent a definite rupture between the Soviet Union and its 
Allies; but they did not, where they were made, evoke a willing- 
ness on the part of Great Britain to make parallel concessions in 
Greece orj on the part of either Great ffi'itain or the United 
States, a willingness to accept as adequate the concessions made 
by the Soviet Union in Bulgaria, Roumania,^and Hungary. 

Two Views of Democracy 

It is of the first importance for the building of good inter- 
irational relations to understand that these differences were not 
simply due to the desire of the Soviet Union to extend its sphere 
of influence in Eastern and Southern Europe, or to the desire of 
Amei'ica and Great Britain (either imdcr the Churchill Coalition 
or under the succeeding Labour Government) to make the world 
safe for capitalism. They arose out of a real difference of opinion 
about the nature of democracy and the forms of political organisa- 
tion required to uphold democratic principles. The conception of 
democracy which is very widely held in Great Britain and the 
United States talces for granted the separability of constitutional 
from economic issues and the possibility of constructing a demo- 
ci'atic political instrument through which the decisions about the 
economic sti'ucture of society are to be made. Indeed, a gx’eat 
many people in both countries regard democracy as an almost 
exclusively political conception, and have no hesitation in think- 
ing of their societies as ‘democratic’ to the full extent to which 
their political institutions are based on a popular franchise, so 
that the whole people takes part in choosing its Government. 
According to this view, the nature of economic relations in society 
is something quite apart from the problem of democracy; and 
democracy is fully consistent with the existence of the widest 
differences in wedth, income, and economic status. This is a 
common English govej|;ning-clas3 idea of democracy — ^it is for 
example the sense In which Winston Churchill appears habitually 
to use the word. In the United States, it iS perhaps more common 
to regard democracy as fundamentally neither a political rrpr an 
economic conccpt,*but as in essence social, and to claim that 
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American institutions are democratic because they rest on the 
assumption that one man is as good as anotlier, until he proves 
himself better or worse in the actual business of life. Thus, 
Americans are apt to regard as part of democracy the v^ry fact 
that a poor man may become a millionaire, and to be surprised 
at the idea that the existence of millionaires should be regarded 
as contrary to democratic principles. 

Both these attitude.s, the American and the British, 'stand in 
sharp contrast to tlie Soviet attitude. But they come into cxmllict 
with it in somewhat different ways. The Americans are disposed 
to think that what matters most is the estalilishment of conditions 
of ‘free enterprise’ in the sphere of business, and that, given this, 
the right political and social systems will be sure to follow. The 
Bi’itish are more disposed to put first the cstablishmetit of a ‘free 
Parliament,’ with a ’^Government depending upon it, !ind to 
believe that, given tliis, the powers of production will infallibly 
get organised according to the people’s will. ‘Free enterprise,’ 
however, requires a Government to maintain it and to regulate 
the property relations on which it depends. Tlie Americans there- 
fore press in practice for the kind of political settlement that they 
think most likely to support a ‘free enterprise’ system; and this, in 
the existing condition of Europe, leads them to back parlia- 
mentarism against any sort of sovietism or semi-sovietism. In 
practice, then, the American and British attitudes to political 
questions tend to be the same, and to conflict sharply with the 
attitude of the Soviet Union. 

How far has this confrontation of forces hewn changed a.s the 
result of Labour’s electoral victory in Great liritain? Not much; 
for, though the British Labour leaders recognise the need for 
economic as well as for political democracy, they also regard 
them as two separate things and not, like the Soviet leaders, as 
fundamentally one and the same, British Labour regards political 
democracy both as an end in itself and as an instrument to be 
used in winning economic democracy: it does not instinctively 
regard economic democracy as the means of achieving political 
democracy or as the only foundation on which political or 
social democracy can be built, A British Labour Government, no 
doubt, differs from a Oonseiwative Government in having no pre- 
dilection for monarchies as against republics in continental 
Europe; but it has shown just as strong a predilection as the 
Conservatives in favour of parliamcntaiy institutions, ‘free* elec- 
, tions, and the more-thaHvone-party system as against the single- 
party, sysl9m in force in the Soviet Union, Accordingly, however 
much Mr. Byrnes and Mr, Bevin differed fTbm each other as 
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well as from the Soviet Union about the best economic basis for 
European reconstruction, they tended to agree about the political 
basis. 

The events of the past year in Europe have all too clearly 
revealed the serious danger that the very visible cleavage of 
opinion between the Soviet Union and its Westei'n allies about 
the political resettlement of Europe will not be mended by the 
advent ctf a Labour Government in Great Britain. As long as the 
issues remain political — that is, centre on forms of government — 
Great Britain and the United States will tend to take one line, 
and the Soviet Union another. But to the extent to which the 
issues shift— as they have not yet done — from politics to eco- 
,nomics, a different orientation may tend to appear, with the 
United States doing its level best to restore ‘capitalist enterprise’^ 
and Great Britain aligned with the Soviet \Jnion on the side of 
Socialism. It follows that those who hope for a close unity in 
action between Great Britain and the Soviet Union will wish to 
see the economic issues come uppermost, whereas those who put 
their faith in Anglo-American unity will wish to keep me 
political issues in the leading place. 

Two Views of Socialism 

Yet the problem is less simple than the i^receding paragraphs 
make it appear, because British Labour and the Soviet Union 
stand, as we have seen in an earlier chapter, for different concep- 
tions of Socialism. British Labour is aiming at a kind of Socialism 
that can be developed on the basis of parliamentary institutions, 
the more-than-onc-party system, and an almost complete freedom 
for anybody, and any party, to advocate anything they like. The 
Russians, largely for historical reasons which I have attempted to 
analyse, have hitherto refused to believe in the possibility of this 
kind of Socialism, which has seemed to them to involve a denial 
of the derivative nature of political institutions and of the primacy 
of economic forces. Consequently, wherever there arises in Europe 
a keen tension of economic forces, the Russians will tend to look 
for a way out through social revolution, involving a simultaneous 
transformation of economic and political institutions, whereas 
British Labour will tend to aim primarily at a political solution, 
both in the belief that democracy means parliamentarism and 
that parHamentarism isv therefore right in itself and in the hope 
that the cstablishihent of a democratic Parliament will clear the 
way for economic measures of democrats; Socialism. 

I have argued already that neither of these attituc^ps is^^right 
under all conditioiS. There will certainly arise, at any rate in the 
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countries which have no strong tradition of ijarliamentary govern- 
ment, situations in which a purely political solution is quite 
impracticable, either because no solid basis for a parliamentary 
majority can be found or because, even wlierc such a basis/ippears 
to exist, the parties composing the majority have no suliicient hold 
upon the real forces of the country to enable them to hnpose 
order. The same difficulties may arise even in countries which 
have a parliamentary tradition, if antagonisms have become vwy 
sharp; for parliamentary democracy is bas(;d on tlie assumption 
that the opposition will accept, or at any rate will not positively 
revolt against, the Government’s measures, as long as tliere is a 
parliamentary majority behind them. Wlierc these conditions are 
absent, or where political parties are weak, there may be no way 
out on a purely politkal plane, aud some sort t)f social revolution 
may be the only practicable policy. But British Labour will, 
I think, be very reluctant to accept this necessity, even where 
it exists. 

The Russians, on the other hand, will tend to believe, always 
and everywhere, that there is no way of advancing towards 
Socialism except by social revolution. I’hcy will not, however, for 
that reason press everywhere for it. 'X'hcur policy, as Bir as can be 
seen at this stage, will be otxe of caution— which will often look 
very like sheer obstruction— and of refusal to overtax their 
strength, which has been strained to the utnio.st, and will tttke 
some time to rebuild. They will doubtlcs.s urge on the forces of 
social revolution where they feel strong enough to do so without 
involving tliemselvcs in a really serious quarrel with America aud 
Great Britain; but elsewhere they will tend to follow a policy 
which Western Socialists will not lind cu.sy to understand. Hold- 
ing, as they do, that Socialism is essentially a matter of the 
underlying economic system, they will not regard as really 
Socialist any Labour or Social Democratic Governments that may 
be in office in countries in which the economic order has not been 
radically transformed. They will accordingly show such Govern- 
ments no particular favour as against capitalist Governments, 
Indeed, they may even, in some circumstances, prefer capitalist 
Governments, which they will regard as more really repre- 
sentative of their countries and as less likely to suffer from the 
‘contradictions’ which wiU beset any Govemraents which attempt 
to pursue socialistic policies in an cctj;nomic environment of 
capitalism. * 

^ I have stated these dstngers stnengly, because I believe the best 
chanpe of overcoming them is not to ignore them, but to face 
them ftankly. There is in the Bi'itish Labouf movement and in 
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the Labour movements of all the Western countries a keen desire 
to be on good terms with the Soviet Union, and to join hands 
with it in the resettlement of world affairs. This widespread 
feeling '^ill be a strong brake on any section which attempts to 
insist on the general applicability of its notions of parliamentary 
democ?acy to the extent of quarrelling with the Soviet Union. 
But more than a brake is neededj for it is a question of positive 
collaboration and not merely of avoiding an open quarrel. 

_ Real collaboration involves a change of attitude on both sides. 
I£ involves convincing the Russians, by practical demonstration, 
that it is possible in Western Europe to make a real advance 
towards Socialism by parliamentary methods. This British 
Labour now has the chance of doing, and the good or bad use it 
makes of its chance will be of vital importance not only for Great 
Britain but j still moi'e, for the world as a whole, and more imme- 
diately for all Europe. In addition, it involves convincing the 
British Government and its supporters that parliamentary 
democracy is not the only kind of democracy, and that parlia- 
mentary institutions are not necessarily suitable or workable 
everywhere and under all conditions. 

Social Institutions and Social Change 

So far, I have tried to state the case entirely in politico- 
economic terms j but there is still to be considered the third type 
of institution, which earlier in this chapter I called ‘social,’ in 
order to distinguish it from the political and economic types. 
Social institutions, in this sense, are all those which form part 
neither of the machinery of government nor of the economic 
framework of society, but act as focusing points for other kinds 
of loyalty and self-expression. They include, as we saw, the 
religious life of society, save where it is incorporated in the 
machinery of government; the life of groups and associations, 
except those which are mainly political or economic; and the 
whole personal and private side of life, wherever it expresses itself 
in institutions such as freedom or unfreedom of speech or conduct, 
They include, too, the educational and cul tural institutions of the 
society, its arrangement for organised recreation and amusement, 
and its social stratifications and alignments, in such aspects of 
them as are not predominantly expressions of current economic 
forces. Thus, monarchy ij a political institution, snobbery a social. 

The difference between Great Britain and the Soviet Union — 
and between Eastern and Western Europe— ^is social as well as: 
politico-economic. Soviet and British conceptions of personal ^ee- 
dom, for example, afe a long way apart; and again the difference 


rests partly on history and partly on a divergence of philosophic 
beliefs. The Russians have been used to an inquisitorial and 
intolerant State; and to a considerable extent their revolution has 
inherited these qualities, not of set purpo.se;, but because t^rey had 
become part of the established basis of living. A iwlice engaged in 
espionage causes no such revulsion of feeling in tiu; Soviet ''(Jnion 
as it would hero; there is no such sentiment as we have again, st the 
State’s officials opening private letters or studying priwite bank 
accounts. Restrictions on travel are not resented as they would be 
if they were maintained here in time of peace. I’here is no strongly 
entrenched sentiment, snch as we take for granted, in favour of 
privacy for a man’s personal doings. On tlie otlier hand, the 
Russians will tell you that the ordinary citizen in the Soviet Union 
has much more freedom than the ordinary worker in a capitalist 
country because the country is his and he lias no fear of losing his 
place in it; and they will contend in addition that he has a keener 
sense of per.sonal freedom because of the feeling of liberation 
which has been aroirsed in him by the revolution and by his sense 
of positive collaboration with his fellows in tlie con.structive task 
of consolidating and completing its achievements. 

British and Soviet Ideas of Freedom 

From the standpoint that is common in Great Britain, it seems 
dreadful that a man should not be free to say what lie likes about 
the Government witliin extremely wide limits; to liold and express 
what views he plea.ses about nearly anything (though not when 
his doing .so may be held by :i magistrate or judge to threaten a 
breach of the peace); to consort with whom he likes, without 
regard to their political or economic ojjinions; to aKS,sociatci with 
others, in any grouping they choose to form, for any purpose not 
contrary to law, without asking anybody’s leave; and to complain 
as much as he likes, without being accused of sabotage or treason, 
or of any other offence against society. Of course, not even well-to- 
do Englishmen can in fact do all these things without restriction 
even in time of peace; and less well-to-do Englishmen can do less 
of them than the well-to-do. But, to a large extent, the: English- 
man has come to regard these liberties as part of his birthright, 
whereas the Russian has not, either under Gzardorn or under 
the Soviet system. ^ 

The dislike which is felt in Great Britain, by Labour leaders as 
well as by many othens^for Russian methods is based as much on 
the Refusal of these social liberties as on political or economic 
difference's. Of course, many of these liberties have a political or 
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economic, as well as a social, aspect. IVeedom of speech and of 
association are both political as well as social liberties, and are 
also closely related to the economic side of life. But they appear, 
and ha^e their importance, over the whole field of living, and not 
only in political and economic connections. For the Russians, 
howeTTfer, social as well as political phenomena are reflexions of 
the underlying economic relations; and the effect of this philo- 
sophical«doctrine is to bring every side of life into connection with 
the economico-political structm-e. In the early days of the Russian 
Revolution, this led to curious extravagances, such as the attempt 
to interpret every tyork of art and every achievement of science or 
learning in economic terms. The dialectical method had to 
embrace everything; and, not content with finding dialectical 
Interpretations everywhere, the would-be orthodox theorist of the 
Soviet system in its adolescence tried to make everything bear an 
economic interpretation. Those days are past; and a picture by 
Van Gogh no longer runs the risk of appearing in a Soviet exhi- 
bition labelled as an example o£ “petit-bourgeois art, circa igoo.” 
But the feeling that the whole of a man’s life is bound up with his 
economic status as a producer persists, and reinforces the practical 
arguments which lead to restrictions on personal liberty of speech 
and association in the interests of public security. 

Is the Soviet System Totalitarian? 

In this sense, the Soviet system does possess totalitarian charac- 
teristics. But the totalitarian element in it is quite different in 
origin and intention from totalitarianism in its Fascist form. 
There is in Russia no exaltation of the State as a mystic being 
.superior to the citizens, and distinct from them as the repository 
of the higher values. The Soviet State exists for its citizens, not 
they for it. It exists for them, however, collectively rather than 
individually; for they are thought of, not as so many separate indi- 
viduals, each with his own different needs and desires, but rather 
in the mass, as a number of human beings whose basic needs are 
much the same, and who will on the whole achieve happiness in 
the same ways, and together, rather than by following each his 
separate bent. This is an attitude commonly found among 
relatively primitive peoples; for sociologists are agreed that stress on 
separate individuality comes at a fairly late stage in social evolu- 
tion, It is partly bacaus^ the Russians are still a primitive people, 
who have emerged with startling suddeni»ess from their technical 
immaturity, but have been unable to change their minds as fast 
as they have changed their machines, tliat they have bebn.aBle to 
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swallow the class-concepts of Marxism so completely. It is, how- 
ever, also true that they could hardly liave succeeded iu con- 
solidating thedr revolutionary victory unless they had been able 
to perform this feat. 

The Genesis of British Liberties ' 

For surely it must be admitted that the freedoms which I listed 
a page or two back as the Englishman’s idea of his birthright not 
only cannot be preserved intact in a .social revolution, which 
involves a radical transformation of .society, but are exceedingly 
powerful preventives of such revolution wheyever they exist. It 
will be very dillicult for Great Britain to have a social revolution, 
as long as they remain as the social practice of the.': country and are 
accepted by men on both sides as goyia-ning the terms of con- 
troversy in both word and deed; but it is no less true, that they 
can be the social practice and be thus accepted only because and 
as Jong as there exists a real sense of unity among tlie people, tran- 
scending political arid economic differences. 'I'he freedoms we 
reckon on and value in Great Britain arc not independent of our 
political and economic relations, or their cause. They are rather 
the product of a long process of political and economic develop- 
ment, which has seiwed to consolidate them to a degree unknown 
in any other large country. They wci’c thus ac.hi(;ved and made 
a part of the British way of life larg(dy l)ecaus(; of five events, or 
series of events, wliich are peculiar to our luUional history. 

(i) England, for reasons wliich it w'oukl take too long to 
explain, emerged from absolute monarcliy into an aristocratic 
system in which the aristocracy did not form a closed cla.ss, but 
mingled with, and recruited itself from, the developing 
plutoci'acy of commerce. 

(a) Because of this admixture of aristocracy and plutocracy, 
the governing classes, when the time came, did not stand out 
against admitting to a share in power the new plutocracy of 
industry created by the Industrial Revolution: instead, a 
section of the old governing class took the lead in passing the 
Reform Act of 183a, which admitted the new plutocracy to a 
share in making the laws, and to social recognition as a new 
recruit to the governing class. 

(3) There could be no 'finality,* as most Whigs hoped there 
could, about the settlement of 1832, because the industrial and 
commercial middle riasscs, lia.ving been recognised as junior 
partners in the State, were bound to seek a further widening of 
the franchise in order to strengthen thdri hold on tlie State 
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against the old aristocracy and the elements which it had more 
completely absorbed into itself. As long as Chartism seemed to 
threaten the basis of the 'social order, the fears of the new 
plutocracy caused them to side with the old governing class in 
resisting further democratisation of the State; but as soon as the 
woi'lSng classes, sharing in the greater prosperity made possible 
by Britain’s long technical lead in the world market, gave up 
making revolutionary noises, the upper section of skilled 
workers was brought within the circle of recognised citizenship 
■ by the Reform Act of 1867. 

(4) These numerous new recruits, however, could not be 
absorbed into the governing class as, to a large extent, the 
industrial plutocracy had been absorbed. There were far too 
many of them; and their- economic status was too different. 
Accordingly, they in turn became a fored making for lurther 
democratisation of the political machine, both because they 
pressed for it directly and because the Conservatives hoped 
that the further extension of the franchise would bring in a 
section of the people — the agricultural and village workers— - 
less radical in opinion and more amenable to pressure from its 
traditional feudal superiors. Accordingly, the Reform Act of 
1884 extended the franchise to almost the whole male working 
class, with consequences which, in pi’actice, held back for the 
time, instead of advancing, the progress of democracy, and 
placed British politics for a while on a basis of struggle less 
between rich and poor than between i-ival upper- and middle- 
class factions, each with a popular following. Modern British 
Socialism arose mainly as a revolt against this tendency to 
shape party politics along lines remote from the fundamental 
economic issues; and, to the exteitt to which Socialism, captured 
the allegiance of the working classes, the economic issues came 
back into politics, but came back in a form which reflected the 
intervening relaxation of class tensions and did not involve an 
abrogation of the compromising tendencies of British political 
life, 

(5) The process of political democratisation was continued in 

later measures of parliamentary reform; including the enfran- 
chisement of women, which at first acted as a conservative 
force, though not for long. The total effect was gradually to 
admit more and ihpre of the people to a share, not only in 
making the laws, 'but also in forms of social freedom which had 
been originally the prerogatives of arisitOGracy, but had to be 
extended step by step to new sections of the population as they 
were given a sham in political power. British social hfetqry'’was 
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thus, like British political history, a process of gradual deinoc- 
ratisatioi), of what were at the outset essentially aristocratic 
institutions. Revolutiom usually abolish privileges: British 
relbrnns have democratised them instead. 

This thumbnail history of Great Britain's political and social 
developnient has a very un-Marxist ajjpcarancej but it' is fully 
consistent with a predominantly economic interpretation of 
history. It is, on the other hand, entirely inconsistent with the 
dogma that every rising class must destroy the State made by its 
predecessor and .set about making a brand-new State in its own 
image. The British State has been repeatedly transformed from 
one class-basis to another without being destroyed or replaced. It 
has been adapted to serve dilfercnt sets ofmas(r;r.s---but always by 
the addition of new masters without tlie e.xpulsion of the old; and 
because it has been adapted instead of being destroyed, its 
traditions of internal liberty, originally confined to the few, have 
been largely transferred with it, and have been able to grow into 
a tradition of personal fi'ecdom, not merely for an.stocrats, but for 
ordinary people as well, albeit not to the same extent, 'rius has 
happened, despite the fact that Great Britain has remained 
economically an oligarchy, economic potver having been trans- 
ferred by successive changes not from the few to the many, but 
onlylrom the very few to the few. If the economic laetors had been 
always the dominant factors in determining the nature of political 
and social institutions, and had always so dekmined them as to produce 
identical ejfects in all three fields^ this could not liave happened. It is, 
however, quite pc)s.sible for tlie economic forces to produce one set 
of cflccts in the cconornio field, and others in the political and 
social fields; and this is precisely what, in conjunction with other 
factors, they have done in Great Britain. 

The Conditions of British Liherlies 
Now, I personally hold that the British achievement in the 
field of personal liberty is a great thing. It is a great thing for men 
to be able to difl'er without llying at one anotherks throats; to foci 
assurance enough in the foundations of their way of living not to 
wish to persecute everyone who criticises it; to conduct elections 
with a practical certainty that the ballot will be retdly secret and 
the votas counted fairly; to have freed themselves enough from 
the instmets of the herd not to regard nonconformity, or even 
eccentricity, as a crime; to consort socially with their political and 
economic opponents vdthouf quarrelling or embaiTassmcnt; and 
even to recognise that diversity of views and tastes adds a desirable 
ricltness to living. All these are very good,- things indeed, and 
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form, I hope, in this country, a part of every decent man’s con- 
ception of Utopia — of course in very much more developed forms 
than those in which we possess them now. 

The tiyjuble is that, outside Utopia, these blessings cannot be 
had without certain other things that may, in some circumstances, 
be actuh-l and very serious disadvantages. They imply a stability 
in the foundations of society and an absence of tension in social 
affairs. They imply that current problems can be solved, if not by 
agreement, at any rate in such a way that those who disagree will 
be prepared to accept the accomplished fact, and will seek only to 
modify the effects of changes they dislike, and not wholly to undo 
them, They produce admirable results wherever the facts square 
■vyith these implications. If, however, the political or economic 
structure is in fact seriously out of adjustment to the situations 
which need to be faced, the very habit of mutual accommodation 
may stand badly in the way of the necessary changes being made. 
It may cause vital problems to be evaded, instead of attacked, 
because of the sharp differences to which any attempt to deal 
with them courageously would give rise, and it may engender, in 
those who have grown up in it, a sheer incapacity to recognise 
a real emergency when it arises. 

Conditions of emergency are the real test of a people’s capacity 
to achieve mutual tolerance and recognition of one another’s 
rights without losing their power of courageous action. In any 
society, the spirit of accommodation has its breaking points: there 
are some things that some of the nation will not accept without an 
attempt to rebel, if they feel that rebellion stands a chance of 
success. If circumstances arise in which some of these things must 
be done in order to bring the social structure into harmony with 
the needs of the time, and if the elements hostile to them are 
strong enough, civil war ensues; and civil wars, when they do 
come, are apt to be even more bestial than wars between the 
armies of rival nations. Even so, the previous existence in a high 
degree of the spirit of liberty and mutual forbearance will tend to 
make civil conflict less bestial than it would have been otherwise; 
and this will be well, provided only that it does not so weaken the 
will of the upholders of democracy as to paralyse their action in 
the moment of crisis. That this need not happen is a fundamental 
part of the social democratic faith: that it can happen, the history 

of social democratic par|;ics shows ali too plainly. 

1 * ' : 

Form of Parliamentarism and Parp System^ 

There is,- moreover, another danger. The spirit of mutual 
tolerance and accofhmodation finds its natural expreskiq;! In a 
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‘more-than-one-party’ system of government. Where there are, by 
tradition, only two main parties, changing places from time to 
time as Govenirnont and Opposition, each party is bound to be 
made up of a number of widely different elcnwaita. In Great 
Britain, it is part of the political tradition that one of these parties 
should be, in general, more 'progressive’ than the other, 'though 
both may contain both progressive and reactionary elements. In 
the United States this has not been so, mainly because of the 
absence both of an hereditary aristocracy to form the nucleus of 
a conservative party and of a politically united working-class 
movement to form die nucleus of a progr(;s.sive party. There has 
been, accordingly, a distribution of progressive and conservative 
elements in both parties; for the one clearly articulate class, the 
capitalist employens, did not need to form a single party machine, 
having neither a laiidcd aristocracy nor an t)rganised proletariat 
to contend with for the possession of power, I’he American parties 
therefore have stood less for consistent palieie.s than as vessels into 
which, from time to time, particular policie.s could be poured; 
and American political opinion has expressed itself as a con- 
tinuous force rather through pressure groups acting upon both 
parties than in the parties themselves. The effect of this is much 
more conservative than that of the British two-party system; for 
it puts the most formidable obstacles iii tlu; way of any general 
change of structure or policy, as distinct from particular reforms. 
In order to achieve any real transformation of American society, 
it would be necessary for the radical icii-ct's to throw tlicir entire 
weight on the side of one of the two parties, to capture it com- 
pletely, and to convert it into an instrument of a consistent policy 
unamenable to any jn'cssurc groups except those on the radical 
side. This, as recent American history show.s, is a icat beyond the 
strength of the radicals until they have further coraolidated and 
reinforced their influence in the economic field-~and it may take 
another convulsion as unsettling as that of the early ’thirties to 
make this even possible. 

The British two-party system puts no such formidable political 
obstacles in the way of radical change. If there is any parlia- 
mentary system through which a profound structural change in 
society can be achieved without social revolution, the British 
system seems the likeliest. But even in Great Britain the obstacles 
are big enough~a House of Lords still posisessed of dangerous 
powers of delay, a background power of monarchy of which the 
limits, in a real eroergfncy, are,, still unknown, and a legal and 
judicial structure heavily weighted, by precedent even more than 
by p'hrspnality, on the conservative side. r' 
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The Case against Coalitions and Proportional Representation 

The obstacles are much mot'e formidable where parlia- 
mentarism has taken shape, not in a two-party system, but in a 
system ^pf many jDarties, each more homogeneous but less 
inclusive. It is seldom possible, where this many-party system 
exists, to find any basis for government except in a coalition; and 
coalitions are weak, except when they are given unity by the 
necessities of war, less because their leaders differ than because 
they afford no effective rallying-point for the enthusiasm of their 
followers. The policy they follow is nobody’s policy, and there is 
no common bond of organised loyalty to make it anybody’s 
policy. Coalitions are therefore singularly ill-fitted, even if their 
leaders avoid quarrelling, to carry through deep and broad 
changes in social structure which call for jictive and loyal co- 
operation on the part of large number’s of the people. They are 
usually timid, not only because they cannot agree, but even more 
because they cannot rely on this bold and loyal co-operation. 

The system of Proportional Representation, lauded in many 
quarters as the perfect expression of the spirit of political 
democracy, and installed in many countries in the name of demo- 
cratic parliamentary government, is the most calculated of all 
systems to lead to the continual necessity of coalition, and there- 
with to timid and ineffective government. The only assumption 
on which it could possibly be justified is that, as most people are 
fairly contented with most things as they are, only minor changes 
are needed, and even these can best be brought about by a process 
of compromise. On this showing, weakness in a Govei’nment is a 
merit, and a safeguard of liberty: a strong Government is tyranny, 
even if it has the support of a majority: any imposition of anything 
is ‘dictation,’ unless nearly everybody agrees to it. Such a theory 
might work well in Utopia, if Utopia would only^stay put— -that is, 
if the conditions of its being Utopia were not subject to change. 
It is the most disastrous of all theories of government wherever 
societies are faced with the need radically to transform or to adapt 
their institutions in order to I’ender them compatible with the 
conditions of a shifting environment. 

P.R. in Disunited Societies 

The underlying assumption of Pi'oportional Representation and 
of the many-party syst^jm to which it lends support is 'that no 
general change is needed in the basis of a society’s institutions and 
that such changes as may be needed will tee particular, and oi such 
a nature as to be enable of being made with a near approaj:h to 
consent, at any rate in the accomplished fact. It is true tliat the 
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many-party system can exist, and can be fostered, by P.R., where 
these conditions are absent. A country may be so divided into a 
number of conflicting groups and sections as to be incapable of 
working constructively as a unit, or of rallying even a temporary 
majority behind any substantial measures of reform. Tins i,s most 
likely to happen wliere a State is made up of a number of Separate 
national groups, not voluntarily but by compulsory union under 
a single dominion; and it reaclu^s its lu;igl),t wlierc religious differ- 
ences are also present and cut aotuss national or raciirl groupings, 
Where there exist side by .side class piU'tie.s, national parties, 
national sectarian partie.s, and perhaps other combinations, the 
art of government is bound to resolve itsedf into a sort of juggling, 
and no fundamental issue cun be successfully facc;d unless most of 
the groups are relatively unimportant, and one or two of them are 
in practice strong efiough to dominate the course of affairs. P,R. 
is exceptionally unsiutablc for societies of this kind, unle.ss their 
differences are really secondary, and arc underlain by a general 
sentiment in favour of unity. Indeed, societies which arc divided 
in this complex way and lack this underlying sentiment are not 
really societies at all, except by force, and are incapable of being 
well governed under any system. 

The Social Foundations of Parliamentary Government 

Even where two parties preponderate, as in CJrcat Britain and 
the United Stattis, the institutions of pjxrlianu'ntary government 
can work effectively only as long as thertx lixists a large measure of 
practical agreement about the basis of social ndations. The parlia- 
mentary mctliod implies that, oven if general changes are to be 
attempted in this basis, they will bo introduced and discussed 
piecemeal^ and not all at once. It implies a brake on the pace of 
change, tlie power of this brake depending on the forms of parlia- 
mentary procedure, which determine how many major bills can 
be got through Parliament in any given space of time— -say, the 
normal period between general elections. It implies further that, 
though a party desiring to speed up the pace of legislation may 
modify parliamentax'y procedure with this ehd m view, the 
essential character of Parliament as an agency for public debate 
on all new departures involving any Cjuestion of principle will not 
be altered. Free, though not unlimited, debate is of the very 
essence of Parliament; and only the simulacrum, not the sub- 
stance, of paiiiamentarism can exist withmit it, e.g. in the 
Reichstag in Nazi Germany. 

Now, debate, in any real meaning of the word, can proceed 
only'' op. common assumptions, Oration and counter-oration can 
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of course be made under any conditions— even under those in 
which every speaker is itiaudible because of the clamour set up by 
his opponents. Debate cannot be held except when each side is 
preparecj not mei’ely to listen but also to pay some attention to 
what the other says. One cannot, however, pay such attention 
unless one has at any rate something in common with the other 
side. British parliamentary debate has been, on the whole, a real 
process bhcause there has been a good deal in common on most 
issues and at most times between the disputants. The Irish 
Nationalists were a factor which the Parliaments of the nineteenth 
century could never assimilate precisely because this condition 
was lacking. 

. The common basis is plain enough when Parliament is debating 
aPactory Bill, a measure of social insurance, or the Budget. There 
may be strong disagreements; but it is, in these days, a common 
assumption that there must be factory legislation, social insur- 
ance, and a budget not utterly different from those of previous 
years. It is not so easy to see, but it is nevertheless true, that the 
common basis exists even when the question is whether the coal- 
mines or the Bank of England should be nationalised. The 
opponents of such measures do not and cannot for the most part 
proclaim on principle that nothing ever ought to be nationalised; 
for they have themselves quite recently nationalised the wholesale 
distribution of electric current, the London passenger transport 
services, broadcasting, and the ownership of the coal measures. 
If these things, why not others? The question therefore becomes 
finally one of expediency and not of principle for the Tories, even 
if they start with a strong bias against nationalisation; and it is 
also a matter of expediency for Socialists, who do not propose to 
nationalise everything, even if they start with a bias in favour. 
I know that both sides are apt to find this an irritating way of 
stating the position; but that does not mean that it is untrue. 

Supposing quite a number of industries had been nationalised, 
each after parliamentary debate, how different would the life of 
the British people be? In my view they would be better off, but 
their ways of living would not necessarily be altered in any 
fundamental respect, and there would not necessarily be any 
great change in the class-structure of British society. The tendency 
would, I feel sure, be towards both fuller employment, with 
higher production, and inore even distribution of incomes; but, 
if we assume, as Ave should, compensation for the displaced 
owners, no dramatic process of olispossession would have ensued. 
Nor would it, even if nationalisation were extended to^all r^ajor 
industries, and taxation were deliberately used both to reduce the 


real value of large unearned (and to a less ex tent of large earned) 
incomes and to exit down the possibilities of inheritance of lai'ge 
fortunes, There would be a gradual advance towards equality, 
and inequality would come to represent increasingly difference in 
service and decreaaingly diflerence in possessions; but there would 
be nothing that would enforce a sudden and large change ill social 
habits on any considerable section of British sod<;ty. 

Two Kinds of Social lievolution 

This is precisely xvhat the Russians have in mind when they 
refose to recognise such gradual processes of change as having 
anything really in common with Socialism, For them, Socialism 
did mean a sudden and radical transformation of the very founda- 
tions of living, not only for one class, but for all. It tore the old 
social order up by the I’oots and replaced it by another. Even so, 
it did not of cour.se utterly eradicate the old; for, as we have seen, 
much of the present of the Soviet Union involves forces and habits 
taken over li'om its past and altered rather in their applications 
than in their fundamental character, But the uprooting was com- 
prehensive enough to compel nearly everyone to live a radically 
different kind of life— evcxi tire peasants, when tlie delayed pro- 
cesses of agricultural collectivisatioxr had been carried into effect. 

The social revolution in Russia had to mean this, because the 
life of every class in the old Russian society was fundamentally 
unsatisfying. Russia needed a comprehensive clmnge in its entire 
basis of living. But does Great Britain, and do most of the 
‘Westenr democracies,’ ireecl such a change? The answer, I think, 
is clearly that they do not. The economic change.^ needed in them 
arc large, and involve quite extensive social transformation.^; but 
they are not of such a nature as to require the British or other 
‘Western democratic’ peoples to tear their habits up by the roots 
and set out to make for themselves an utterly new way of life, 

Let me try to illustrate what I mean. A Socialist Britain would 
make an end of slums and overcrowding; but the new settlements 
which it would create would not be so very different from, those in 
which the better-off workers already live. It would malce an end 
of the traditional great ‘country houses’ and ‘town mansions,’ as 
private residences for the rich; but the places to which their dis- 
placed inhabitants would move would be much like houses 
already inhabited by the: majority of ‘gentlefolk.’ It would raise 
the minimum standard of living for the^poor;- but it would not, 
because it could not, raise it abpve a level at which a large part 
of the population, including many workers, is already living. It 
would not involve any great change in dressy or in behaviour of 
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the members of one class to those of another in public places, 
because in these respects great changes in the direction of assimi- 
lation and equality have already occurred. In short, it would not 
greatl-j^ alter the general pattern of living, except by raising the 
average level and eliminating the extremes. It would involve a 
great* levelling-up in the fields of education and culture, and 
therewith much greater equality of opportunity irrespective of 
social origins; but this change, though immense, would not upset 
the basis of society, but would rather help to ease the transition. 

The Russians have found it hard to realise that Western 
Europe, as far as it has been effectively parliamentarised, neither 
needs nor can possibly have a social revolution in the all- 
, embracing Russian sense, because a considerable proportion of 
its peoples already enjoy in substantial manner many of the 
social advantages which, in Russia, only "comprehensive social 
revohition could have brought about. I do not mean that the 
Western peoples enjoy all of these advantages, or enough of those 
they have, or that their enjoyment is irot marred by other 
elements in West European society: I do mean that the fact that 
these societies are ‘capitalist’ does not imply that they are utterly 
evil, or that their inhabitants have not progressed. 

The Social Problem of Germany 

The Russian failure to appreciate this has been the more 
natural because right in the heart of Europe there has been set, 
up to 1945, a country advanced in economic and social tech- 
niques and possessing many of the appearances of parliamentary 
democracy (until 1933, when they were violently swept away)j 
which has nevertheless never for a moment really accepted the 
implications of parliamentarism, Germany, up to 1918, was 
plainly not a democracy of any sort, but a mixed realm of 
autocracy, militarist aristocracy, and capitalist imperialism, using 
certain parliamentary-democratic instruments, but conceding to 
them no real power, and maintaining socially a way of life which 
was llmdamentally antagonistic to democracy. Parliamentarism 
is fully consistent with the existence of class-distinctions arid of 
economic and social privilege; butit is, in its modern form, incon- 
sistent with caste 'ds & dominant force in sociaMifc. Germany’s 
system up to 1918 wa| essentially a caste system— above all in 
Prussia, which Md not even the shadow of democratic political 
institutions that existed in the •federal System of the Reich as a 
whole. Afl:er 1918 the Gerrmans suddenly went over to a ^jighly 
democratic politidM constitutionj but the leaders of tbe German 
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Revolution did this with no attempt at all to destroy the economic 
and social foundations of the caste system in German life. From 
1918 to 1933 the political institutions of Germany wei*e in flat 
contradiction both to the economic institutions and to the char- 
acter of social life. That, of course, was why they were so easily 
overthrown. Germany in 1918 needed social as well as a 
political revolution; but the German Socialists, themselves under 
the spell of the caste system, shrank back from the attempt to 
overthrow it. The junkers were left in undisputed possession of 
the great estates; the lieicitswehr was allowed to continue the 
traditions of the Imperial Army; reactionary judges and civil 
officials were left in office; the great imperialist industrialists 
retained all their power, and were even allowed to strengthen it 
during the post-war inflation. There was no social revolution in 
Germany, though social revolution was plainly needed. The 
Russian policy of the ’twenties, aiming at world revolution, was 
really aimed primarily at bringing about in Germany the social 
revolution that had failed to happen in 1918, 

Germany did need a social revolution. But there would have 
been no need for the German Revolution, had it taken place, to 
be nearly so comprehensive as the Russian Revolution had to be 
in order to achieve success. For the revolution which Germany 
did need, over and above the political, was social rather than 
economic, in the sense that its economic aims could have been 
achieved if the social system, including certain economic iltctors 
in it, had been radically changed. What was needed was a 
thorough eradication of the caste system, wduch was Hot by any 
tneans exclusively economic in its roots. A break-up of the army 
caste, and the creation of a new democratic army; a break-up of 
the old caste of judges and civil officials, and its replacement by 
a democratic legal and administrative controlling machine-™ 
these were fully as important as the destruction of the great junker 
estates and the curbing of the powers of large-scale capitalism 
with its gigantic trusts. All these things could have been done 
without any such change in the ways of living of the main body 
of the German people as was involved for the peoples affected in 
the Russian Revolution, for the simple reason that Germany, 
being an industrial country, had been compelled to concede to 
its wage- and salary-earning classes general conditions of living 
not vastly different u'om those which existed in the parliamentary- 
democratic countries. The ordinary German vTould not have had 
greatly to change his darily habits, in order to achieve all the social 
revolution that was required; but he would have had to enforce 
a very great change of habits on a considerable, influential, proud 
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and tough minority, which would have fought bitterly against 
the change. 

Thus Germany stood, and continued to stand up to Hitler’s 
victorya in an intermediate position between Russia and the 
Western parliamentary countries. Its caste structure resembled 
Russia’s, and called for Russian measures of liquidation; its 
political structure, especially in Prussia, called for similarly drastic 
change; 'its economic situation was a mixture of Eastern and 
Western elements, calling for drastic destruction of some parts but 
only for reform of othei's; and the ways of daily living of most of its 
people were much more like the ways of the West than like the 
Russian ways. The Russians saw the resemblances to their own 
situation, and ignored the differences: the German Social Demo- 
crats saw the resemblances to the West, and tried to build upon 
them, ignoring the Eastern qualities in the German system, which 
compassed their ignominious collapse. 

This midway position of Germany has been, throughout the 
period since igiS, the great barrier against mutual understanding 
between the Soviet Union and the Socialists of the West. The 
danger is that it may become so again; but the underlying con- 
ditions have been so radically altered by Nazism that the problem 
no longer exists in its old form. Germany to-day does stand in 
need, not merely of the kind of revolution that it needed and did 
not get in 1918, but of a comprehensive change in its national 
habits of living. Nor is there any question of Germany carrying 
out such a revolution as it now needs unaided, or by constitutional 
means; for there is no constitution, and the future institutions of 
the Reich are recognised as being a matter for determination by 
the German people only within conditions laid down by the 
United Nations. 

The Foundations for a New Germany 

The danger therefore takes a new form — that of rival attempts 
by the Soviet Union and the Western countries to remodel 
German institution on the pattern of their own, guided less by 
German needs than by their own conceptions of what is good for 
themselves and therefore, they suppose, for others. It is, however, 
sufficiently clear from what I have written already that there is, 
and can be for some time to come, no possible basis in Germany 
for a parliamentary rdgime; for there is no basis of common ideas 
and habits on which debate can rest and the business of living 
proceed smoothly while the neci^sary inslitutiohs are being built 
up. The Soviet systjm, with its single mass party as the*exponent . 
of a comprehensive revolutionary creed, has great advantages 
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over parliamentarism in this respect. It requires no common basis 
of accommodation, such as parliamentarism presupposes: it docs 
not proceed by the method of free debate; and its pace of change 
is not subject to the brake of parliamentary discussion ancj, enact- 
ment. Instead, it seeks only a sufficient basis of agreement— -diatw 
to say, agreement among enough pcfjpJc to make thefr will 
effective— -about the general policy to be pursued; and it uses this 
sufficient power to suppress hostile groups and opinions,’ without 
any save purely tactical attempts at conciliation. Debate it 
tolerates only within the strict limits of what is called ‘democratic 
centralism,’ under which a matter may be discussed ad lib. as long 
as the party machine regards it as an open question, but debate 
must close down, or be restricted simply to derailed means, as 
soon as the appropriate line of policy has been authoritatively 
settled. 

However much such a procedure may Ije regarded in the West 
as fundamentally undemocratic, something very much like it is, 
I thinli, going to be indispeirsable in building up the institutions 
of the new Germany. It may be possible to endow Germany with 
a shadowy fonn of parliamentarism and with all the apparatus of 
free debate, as long as Germany is not really sclf-goveniing, but 
is acting under foreign orders, so that debates turn not on rival 
policies but only on rival ways of e-xecuting policies prescribed 
from outside. It is conceivable that, under very wise external 
supervision, these subordinate institutions (d' debate and fulfil- 
ment might develop in the German people the cpialities of unity 
and mutual accommodation needed for the working of a real 
parliamentary-democratic system. But, for this to happen, the 
wisdom of the foreign rulers would have to be very greatt—and it 
is not easy to expect great wisdom from a condominium of Powers 
which are themselves in profound disagreement about the road 
to political salvation. 

Key Importance of the Social Factors 

The only real foundation for a successful handling of the 
German problem is a recognition that the nature of social revolu- 
tion is not one and the same for every country, irrespective of its 
past and of its present state, but differs according to the character 
. not only of its economic or political but also of its social institu- 
tions. In all three spheres, the nature tvnd extent of the trans- 
formation that is called for may differ from cduntry to countf)''; 

. and the extent and charJicter of Ac social chan|;cs that are needed 
are matters of the most profound importance in determining the 
strategy of the radical groups and parties. Fof* it is sociali rather 
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than political, or even economic, change that calls upon men to 
change their most deeply rooted habits of living, and in doing so 
sets up the most far-reaching psychological reactions. It is never 
wise tonpress for any more change in the social foundations, as 
distimjt from the political and economic foundations, of living 
than is really necessary in order to achieve basic ends, precisely 
because of the strength and intractability of the psychological 
reactions that such changes call into play. The need for social 
change may be so great that these risks have to be faced; but 
happy are the countries which need not face them in their more 
formidable shapes. It is fatal to refuse to face the danger when 
the dominant social forces are of such a nature as to make hay of 
political and economic changes unless they are destroyed; but it 
is necessary to recognise as an inescapable, truth that the issues 
cannot in such circumstances be faced by parliamentary means 
or without resort to highly authoritarian methods of government. 
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THE CHANGE OF A JOB 
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CHAPTER I 


'employment and migration 

rri 

Ihis part op my book deals with a question which not 
one of Its, whatever our positions and prospects, can afford not to 
understand, unless we are prepared merely to take what comes 
to us, without any attempt to play a part in shaping the course of 
.events. I have called it Tha Chance of a Job, because the chance, 
whoever you are, of being able to enjoy a secure and decent living 
depends not only on your own prowess and will to give of your 
best, but also on the degree of skill and common sense with which 
the affairs of the whole community — and indeed of the whole 
world— arc organised and managed. The most skilled and induS’ 
trious shipwright or cotton operative or coal miner was not saved 
after the last war from the rum of his household and his happiness 
if the shipyard or the mill or mine on which his livelihood and 
that of his neighbours depended was closed down and there was 
no other employer at hand who wanted his services. Even men of 
high technical training or organising capacity were left to walk 
the streets if there happened to be a surplus, in relation to the 
shrunken demand, of their particular type of expertness. They 
endured this, after the last war, with all the misery that it entailed; 
but their children, I hope and believe, will not be minded to 
endure the same thing over again. They will not be content 
merely to say that it seems absurd that men and women should 
be left to rot in idleness when the product of their labour is plainly 
needed: they will insist on action to prevent this. But what action? 
They must know the appropriate measures, at any rate in outline, 
in order to demand them with effect; and that outline knowledge 
— and no more — it is the purpose of this section to give, as far 
as it is concerned with the maintenance of what is called nowa-y 
days ‘Full Employment,’ and used to be called ‘The Right tp! 
^Work.’ . 

What we are concerned about all through these sections, I take 
it, is the great questiqn of riches and poverty, of bur collective 
power to create tvealtn in abundance and to get it distributed in 
better proportion to human nqpds, and*of the best practical way? 
of organising these things so as to avoid both waste and mis- 
direction of effort. We want to get rid of unemployme|it<^nd to 
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manage our industries and our common services better, in order 
both to have a bigger cake to divide and to divide it in such a 
way that no one shall go short of the plain requisites of decent 
living. We want this for ourselves, but not for ourselves oply; for 
it is also, I hope, part of our purpose to put an eiub as far as we 
can, to the dire poverty which is still the lot of the greater part of 
mankind, and to the disturbing insecurity ^vhich be.sets many 
even of those whose normal incomes place them well above the 
basic ‘poverty line.’ We are coining to understand that we cannot 
hope to have security oi- property for ourselves, unles.s we set out, 
‘0 the best of our powers, to help other people, s to van them too. 


The Scourge of Unemployment 

This discussion begins with the problem of employment^ not 
because employment is an end, but because hitherto 
has been a cause both of acute suffering for those out of work and 
of an appalling waste of the means of creating W'ealth in a world 
still ridden by poverty. Unemployment is a disaster not only for 
those who experience it, but for us all. It means loweripg the 
standards of living of those who arc cmployedTh order to provide 
"ToflEe* maintenance of IK'dsc who tlfe not. It nicans keeping the 
world as a whole, and every country in whieh' it exists on any 
substantial scale, unnecessarily poor; and the exi.stencc pf yugti 
ployment in one country breeds uneniployment in others, because 
the whole world is bound together by the ciaiTionifclw^^ trade 
ahH'ex'cKih'ge. Where one coujiicy, ' becausclof uncnipJqyTOtmt at 
home, cuts down its imports, workers in the exporting incluslries 
and occtipatipns of other cpimtTies out'Sf work. In 

Jafiuiiiyj i 93^, when the Great DepressiDh of the inter-war period 
had reached Its worst, the Intemational Labour Oflice reckoned 
that, in the nineteen European countries about which it had some 
information, there were about 13,600,000 persons out of work, or 
more than one out of every five persons covered by the retuims. 

iehinS3!ir6ntr Ma’'n^^ i n: tie ubH-a 

^fatesyl^'uffilal“producIiOTri^^ hetweS igag and 193a, by 
nearly halfj in Germany by about the same; and even in ‘Great 
Britain, which fared better than most coipitries, by 17 per cent. 
No wonder; there had to be a ‘New Deal’ in America: no wonder, 
in default of a new deab by tlte former rulers of Germany, the 
Nazis were pushed into power: no wonder, all over the world, 
there Was Unrest that prepared the way fob Waf. 
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'Concealed' Unemployment in Peasant Countries 
/Nor did the industrial counti'ies stand alone. There was distress 
at least as great in the countries which live mainly by agricultural 
produeJ;ion. Large farmers,, m meet a depression in much the 

same^^way as industrial employers— hj^ dischargihg workers# But 
a large part oF'the earth’s surface' as"Tm hot 'By capitalist 
farmers, but by small farmers or peasants, who employ little or no 
hired labour. When things go wrong with them, owing to a 
.dscUtts...i,a.-the. demaud-for.. their produce, tire,, ch i ef result is not 
unemployment; f or the small farmer cannot sack himself or his 
famllyrim a"n3m remain on the laird , but .su ffe r a d evastating 
fall of income. Thev doiiQt.aDDear in the un’Shhlovmehrstatisfics' 
’ 01 a ny co un t ry;. for they are not unemployed, m the sense in winch 
tKe'wofd is ordinarily used. They remain crowded on the land- 
even where it cannot offer them the means of decent living. Nay 
more, their numbers are often added to at such times by the back- 
flow of members of peasant households who had left the land for 
the towns and return to live off the land somehow when town 
industries turn them away in times of trade depression. In these 
bad ti mes, the ..p.eas.ant. farmer, where he can, takes to eating his 
crop''rhstead of, seliipg it, aird defaults on his debts. But many ' 
smaltfarmefs and peasants produce crops which they cannot con- 
sume themselves — cotton, or sugar-beet, or wool, for example; 
and even where they can consume what they have produced, they 
are left without money to buy other things that they need, and are 
in many cases liable to be turned out of their holdings when they 
fail to meet their creditors’ claims. 

If the peasant cannot buy, the industrialist cannot sell to him. 
JThe poverty of farmers and peasants reacts on the towns, ,y^hst'.fe 
em&loyersdtsotai'ge'ffiofeWO'fROT'tind'Cirt'dbwh'p^^ 
ana left uhe mpl6vmeaLMd“^^^^ poverty' go .togetMr, ;, 
ancTniust do so as long as a great part of the world’s trade consists 
of exchanges between agricultural products and manufactured 
goods. 

iijaoj^^ In normal timra, there is, in developing 
countries, a continuous shift of workers from agriculture to other 
o,ccugationsrTire*'®f6Fa'' counti 7 ' 'develops ' in w 
the'mofB^apidly can it reduce the proportion of its people who 
must be employed in producing primary products,^ Of course, 
this may not happen in a particular country which specialises on 

1 Primary products are tliose produced by agriculture, ffishing, mining and 
quarrying, as distinct from those pi" secondary industries, which work up 
agricultural or pthe;; materials, and of. tertiary industries, such as ti;;insport, 
distributing and otlicr services. ’ » 
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producing primary products for export, though even in such 
countries it usually happens to some extent. Over the world as a 
whole it is bound to happen, because, as total income per head of 
pojjulation rises, a smaller proportion of income is sjtent Qir food, 
and more on manufactures and on services, .such as distrib^ution, 
doctoring, education, amusements and travel. Accordingly, in 
normal times, developing countrie.s provide an outlet for the 
increnilngpopulttribris of thei the towns; of, when 

this does not occur bn a sufficient scale witliin a single country,, 
there is migration to countries in wliich productivity is higher and 
openings exi.st for more labour than is available Ifom the native 
population. 

The Declins of Migration 

During the period of economic calamity between the two World 
Wars, industrial development was slowed down over a large part 
of the world, and in many areas migration almost ceased. During 
the decade from igoi to 1910 the United States was receiving 
immigrants at the rate of nearly 900,000 a year, of whom over 
800,000 came from Europe. Even in the i gao’s total immigration 
into the United States was still running at the rate of nearly half 
a million a year. But in the 1930’s, dui'ing and after the Great 
Depression, total immigi’ation averaged under 50,000 a year, and 
was almost wholly oilsct by emigration of aliens returning to their 
own countries. Much the same thing hapiicned elsewhere: 
Canada, Australia, New Zealand all ceased to receive immi- 
grants in appreciable numbers. Even in the Argentine the 
number of immigrants fell from 140,000 in 1929 to an average of 
^1,000 in the 1930’s. Emigrauis from Poland numbered 243,000 
in 1929, but averaged only 64,000 a year in the ’thirties. Emi- 
grants from Italy fell front 150,000 to 80,000. These are gross 
totals, which were largely offset by the numbers of returning 
immigrants. For the years from i.;932 to 1936 Poland had a total 
outward balance of under 20,006, and Italy of 73,000, or 4,000 
and 15,000 a year. The only country still receiving immigrants 
on any considerable scale in the ’thirties Was the Union of South 
Africa, with an average of well over 100,000 a year, Great 
Britain, which sent out a net balance of 76,000 emigrants in 1929, 
was receiving an annual net balance of immigrants of over 40^000 
between 1931 and 1937. W 

This is a /dramatic reversal of earlier trends. During the 
hundred years from 1 82 f to 192G" over 33 million people immi- 
grated^ info^ the United States alone, and nearly 30 millions of 
them caitie from Europe. In the decade xQoi-io, the last before 
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the first World War, the United States alone was receiving 
annually 315,000 immigrants from Austria-Hungary, 305,000 
from Italy, 159,000 from Russia, 53,000 from Great Britain, over 
50,000 from Scandinavia, and about 34,000 each from Germany 
and IrOHand. Only this outward movement of population made it 
possible for the economically backward areas of Europe to carry 
on without disaster with their primitive methods of productioir. 
In a sense, it was the possibility of emigration that enabled them 
to endure their primitiveness. Without it, they would have had 
hither to find the means of industrial development or to accept 
a falling standard of life. When, after the first World War, the 
outlets for sui'plus population — surplus, that is, given the existing 
methods of production — ^were closed, standards of living did fall. 
"If we are to regard it as unlikely that migration from Europe on 
anything like the pre-igi4, scale will be reshmed, we must make 
up our minds that the raising of agricultural standards and the 
development of industrial production in the backward countries, 
not only in Europe but all over the world, are the only alternative 
it is permissible to contemplate. The other alternative, the sweep- 
ing clear of these countries by infant mortality, pestilence and 
war, we have no right to contemplate at all. There has been 
enough of it since 1939 to give us fair warning of what it is bound 
to mean. • 

The right to move is one thing which, to the fullest extent to 
which it can be made compatible with the internal needs of each 
country, we must endeavour to bring back to the world. But the 
right not to be forcibly moved is of at least equal importance. We 
have seen, in our experience of the problems of domestic employ- 
ment in Great Britain, what upheavals are caused by the attempt 
forcibly to iqjroot populations from districts in which industries 
have decayed and to transfer them elsewhere against their will. 
We are seeing to-day what immensely greater upheavals are 
caused by attempts forcibly to remove whole populations from 
their homes, in order to make easier the formation of nationally 
homogeneous States or to consolidate the annexation of terri- 
tories deemed suitable for transfer from vanquished to victor. 
I am not saying that such measures are never justified-~onIy that, 
they should never be embarked upon without full counting of the 
human costs. In general, the planning of human affairs should be 
so done that as far as possible movement from place to place 
should be easy and voluntary, not merely for a special class of 
tourists or for the well-to-do, Jput for anyone who, on balance, 
thinks it an advantage to move eitlrer to a new country or to a' 
new district within a country. But it should rest also on the 
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principle that not without the most unescapable reasons should 
men and women be uprooted against their wills; for community 
is a plant that grows not without much tending, and the purpose 
of planning is in the last resort nothing else than the minting of 
communities able to live richer and happier lives. ^ 

I’hus, the problems of employment and production which we 
are setting out to study arc human, and not merely technical 
problems. We want, not merely to get men and women usefully 
employed in meeting one another’s needs, but, to get them happily 
employed as well. We want to get them working together under 
conditions which arc socially as well as economically satisfying; 
we want them to produce not only goods and services but also a 
social environment in which they can live happily and at ca.se. . 
That is why the ijroblem of full employment is insoluble in merely 
technical terms: it involves not the quantity of jobs only, but their 
quality too, and not merely their individual quality as jobs, but 
their social quality, dependent on the conditions of working and 
living together under which they are carried on. 

If this qualitative aspect of tlie problem linds but little ex- 
pression in this section of my book, that is not because I am 
unmindful of it. Most of it comes in better when I am con- 
sidering employment not by itself but in relation to the other 
factors of our communal life — to town and country planning, to 
politics, local and national, and to the relations between the 
various grades and groups on whose cej-operation economic 
efficiency depends. Have no Ibar hut that wc shall come back 
to it, even if we seem to be making all too little of it in these 
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4 CHAPTER II 

Of^ THE MORROW OF THE WAR— THIS 
TIME AND THE LAST 

'T SAID AT THE BEGINNING of tliis Study that, for as far as 
it is possible to look ahead, there ought to be no shortage of jobs 
now that the fighting is done and we are settling down to the tasks 
of peace. Although, as we have seen, total output rises high in 
time of war, so much of what is made is shot away or blasted to 
atoms or otherwise destroyed by fighting, bombing, scorching, or 
the sheer trampling of armies, and so much that remains is of no 
manner of use in time of loeace, that, no matter hovy high , pyp-fijlfc 
tion rises, any big war leaves the woi’lH 'a great deal the worse off 
in" niatmat sup^IiSsV" J^jlej"w^ laSs, the cbhMmeS 'h ave’*lp*^cu1:' 
tKBif'coMumption of everyBiing lhey to'do wiffiout, 

in order “to release resources for making munitions and ' other 
nfcccssarytvaf supplies . does this cutting down of civilian pfo-^ 
du'ctibh affect only current supplies. Plant and machinery in 
every industry which is not regarded as indispensable for the war 
effort arc allowed to run down and to grow obsolete without being 
renewed or replaced. Accordingly, when war ends there are vast 
arrears to be made uu. Industries, wanf 'new “fnd'"h'dttef’"Strolff^ 
ment, just as households want new crockery, household linen, 
furniture, and a host of other things they have not been able to 
get during the war, and just as individuals need new clothes and 
other personal possessions. In the technical language of Eco- 
nomics, there is bound to be at the end of any large-scale war a 
boom in the demand for both ‘capital goods’ and ‘consumers’ 
goods’— including, of course, such ‘durable consumers’ goods’ as 
houses, production of which almost entirely ceased during the 
years of war. ^ All the labour that can be made available is needed 

1 The income av.iilable in the hands of the community and its rnembers for 
buying goods and services can be divided into two streams of expenditure. One 
goes to purchase goods and services which are more or less speedily consumed 
and enjoyed — ^finished foodstuifs, clothes, drink and tobacco, fuel, light and 
current houscroom,, ticket for buses, railways, steamships^ cinemas and 
theatres, hotel and restaurant accommodation and meals, schooling, medical 
attention, and so on, This stream of ettpenditurt? is described as ‘consumption,’, 
and tile goods and services Used up in it are called ‘consumers’ goods and 
services.’ They are consumed in meeting emrent wants, The other stream goes 
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to help in clearing up the arrears which have been accumulating; 
and until the more insistent demands have been met in all the 
categories of supplied there^should be much more reason to fear 
a shortage of wdflcefS'tHahXshbrte^ ^ 

Difficulius of Transition 

This general statement needs some qualification. In the first 
place, there are inevitably difliculties of transition when the time 
comes for changing over from war to peace production. Many, 
factories in all the belligerent countrie,s had been diverted from 
their normal uses to the making of war supplie.s; and niany 
workers had been taken away from their normal jobs and forced 
to master new, quite difl’erent trades. By 1945 the British Govern"- 
ment and other public authorities were spending as much on 
goods and services as all private consumers together, although 
expenditure on private consumption was considerably inflated by 
price increases due to iiidirect taxation. Well over four million 
persons were employed on work for the three main departments 
concerned with war supplies — not including those woi'king for 

to buy ‘capital goods’ or ‘investment goods,’ i.e. goods wliiuh either are useful 
for making other goods or services, and not in tliein.selves, or, if uiseful in them- 
selves, yield up their value only by instalments, over a long period of time. I’o 
tills second stream belong factory and office huilding.s, plant and machinery, 
ships, railway equipment, aeroplanes, power-.stalions, harl.iour.s and clocks, 
roads, schools, houses, and .so on. They are not used up at once, but remain in 
existence to help towards satisfying future wants! and they yield up their value 
by contributing to the production of useful things, or bj> being themselves 
gradually consumed and enjoyed over the cnlirc period of their effective life 
until they arc cither worn out or scrapped as redundant or obsolete. It is some- 
times a source of confusion that houses, which seem to be obviously 'consumers’ 
goods,’ should be classified as ‘capital goods’ or ‘investment’ goodsj but a house 
Is obviously a capital good— -it can be invested in for letting at an annual or 
weekly rent. A house is a ‘durable good’ whitffi yields up its vtilue by instal- 
ments over a period of years: the proportion of its value that is used up in any 
year is ‘Consumed,’ and house-rent is expenditure on consumption; but the 
capital spent on building a house is fully as much invested as die capital spent 
on building a factory or a machine. Some economists try to avoid this con- 
fusion by dividing goods into three classes instead of two, and making ‘durable 
consumers’ goods’ a separate class; but this may obscure the fundamcTital 
difference between the two streams of expenditure. Another possible classifica- 
tion' is into four groups: consumers' goods tot immediate consumption; 

\J^) durable consumer? goads ^ such as houses and motor-cars; (c) oilier capital goods', 
and (d) intermediate goods, i.e. good-s locked up in the productive and distributive 
processes. These last arc also ‘capital goods’ in die sense that tliey lock up 
capital in the productive and distributive stages, and fire not available for 
immediate consumption. All .these clarifications arc, of counsc, merely for 
'convenience; and it is not always easy to say in what class a particular thing 
belongs^ This^ however, does not matter, provided that tylmtcver clnsaificalion 
is used is adhered to, and that the terms are used consistently in die same senses. 


1 


other departments, such as tire Ministries of Food and Agri- 
culture. It was bound to take time to get this process of conversion 
of industry reversed — to clear the factories of the equipment that 
had been put into them for war purposes and to get the machinery 
they needed for peace-time production installed; to get their key 
workers back to them and to re-equip them with an efficient and 
balanced labour-force; and to re-establish the regular flow of 
supplies from stage to stage of production where goods need to 
pass through several successive stages of manufacture under the 
'auspices of separate firms. These things were bound to take time, 
even where it was only a question of reinstating existing 
machinery and of getting the old workers back to work. It was 
obviously bound to take longer where new machines had to be 
"made, or new buildings erected, or old buildings considerably 
altered, before normal production could be resumed. Moreover’, 
some great modern factories have a very elaborate set-up; and the 
processes of jigging and tooling in preparation for a new produc- 
tion plan were bound to be spread over many months. 

Serious delays in changing over were therefore unavoidable; 
and in every belligerent country it has been one of the most 
urgent problems of post-war planning to get industries back to 
normal production without undue confusion or delay. Whether 
die delays have been in fact short or long, they have necessarily 
given rise to some temporary unemployment as war work has 
ceased in factories which have had then to be got ready for 
resuming civilian production. This, however, has been a case of 
workers waiting for jobs not because there has been any lack 
of effective demand, but simply because the change-over could 
not be accomplished without some interruption of work. 

There is, however, a second possible cause of shortage of jobs, 
even in a world desperately short of necessary goods and services. 
However urgently people may want things, they do not, under 
any economic system to which we are used, get them unless they 
have money to pay for them. Where need exists without the means 
of payment, economists speak of a lack of ‘effective demand’ ; and 
under our present economic system, only ‘effective demand* sets 
the wheels turning, or causes employers to be willing to employ 

supplies, emj^oyment can be jljpytm if 

men and women pn'be left to 
sta'naiale because no one can sec a prospect of profit from 
employing them, ‘ 

Such a situation, where it arises, clearly should not be allowed' 
to continue, and tan last for any length of time only thtdagh a 
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signal failure of the Government to do its job. It might happen, 
and be protracted, in a country which found itself at the end of 
a war plunged into chaos either by civil war or by the dissolution 
of its government. It^night happen, if a country’s monetary 
arrangements had got into such a state of confusion that no one 
had any confidence in the value of its curroiicy—as luippentkl, for 
example, in Germany after the last war and in Greece and many 
other countries under the Nazi occupation. Where such a thing 
haS' occurred, it is the business of whatever Government takes 
control to get the currency into some sort of working order with 
the smallest possible delay, and to make the arrangements 
necessary, in accordance witli the economic system on which it is 
working, to ensure both that the available labour is employed and , 
that consumers are sypplied somehow with tlie wherewithal to 
buy its products. Every country from which tlie Nanis were di'iven 
in 1944. and 194.5 grave difficulties to face, mainly no doubt 
because of the physical destruction which had been wrought and 
the loss of key persons which it had suffered, but also because of 
disorganised currency and the need to improvise the entire 
machinery of government and economic control afresh, at a time 
when the hunt was up for war criminals and in many cases 
fighting was still in progress witiiin the national frontiers and 
military authorities shared, or disputed, control with the civil 
Governments. 

In Great Britain or in any other country which has neither 
been occupied by an enemy nor lost control of its economic affairs 
during the. war, no problems of this second order ought to arise. 
Even in such cases, however, there are apt to occur lesser dis- 
organisations which cause unnecessary delays in changing back to 
normal forms of production and consumption. If, as fast as the 
demand for war products ceases, workers had lieen turned off 
from the war industries before otlicr industries were ready to take 
them on, and if after discharge they had been left to exist on 
‘doles’ or benefits whicli would buy much less thtui they were 
accustomed to buy in normal times, the inability of these workers 
to exercise ‘effective demand’ for goods and services would have 
reduced the numbers of hands whom employers carrying on pro- 
duction for profit would have been prepared to tmgage, and would 
tlnus have .stood in the way of their own re-employment. It had 
therefore to be recognised as a responsibility of the Government 
to maintain at a I'casonable level the purcha.siiig power of those 
.who were discharged from the war factories, as well as from the 
armed, services, until they could be absorbed into normal employ- 
ment; and the Government, by accepting this responsibility, was 


actually helping to get industry back to normal working with the 
minimum of delay. 

It could be argued against this view that it would be actually 
a good thing— except of course for the unemployed — if purchasing 
power j(Vere thus cut down during the period of transition, because 
there .,was bound to be for a time a shortage of goods. It is true 
that, to the extent to which unavoidable shortages did exist, the 
reduction in the purchasing power of the unemployed might have 
caused no additional unemploymentj for all that could be pro- 
.duced might have been bought up without any demand on their 
part. It would, however, have been manifestly and grossly unfair 
to throw the hardship due to such shortages upon those who were 
discharged from the war factories, or from the, armed services, or 
■from civil defence. As long as shortages exist, demand ought to be 
restricted by some form of rationing and not by depriving a 
section of the people of its due share of purchasing power. 

Shortages of A'laterials 

This consideration, however, brings us to yet another factor 
that may involve a temporary return of unemployment after war 
has come to an end. Production can be held up, not only by the 
need to recondition factories and prepare new jigs and tools, but 
also by a scarcity of indispensable materials. Where, during the 
v/ar. Stocks of materials have been allowed to run down, it may 
take time to build them up again, whether they have to be trans- 
ported from overseas or can be produced at home. Or there may 
be difficulty in paying for new supplies, as we saw when Lease- 
Lend was brought to a sudden end in August, 1945. In such cases, 
the important thing is to make the scarce materials go as far as 
possible, and to ensure priority in their allocation for the most 
essential work. State ■ control of essential supplies needs to be 
maintained for this purpose for a considerable time after the war 
is overj and pressure from private interests to get rid of it in the 
name of ‘free enterprise’ before the need has passed has to be 
firmly opposed. 

The Post-war Outlook 

Let us assume, for the purposes of the present argument, tlrat 
there exist no upset of the currency system, no reduction of dis- 
charged workers or demobilised warriors to staryation incomes^ 
no unnecessary ciplaysnu re-equipping industry fo®’ the tasks of 
peace, and no more than short-lived shortages of essential 
materials. Given these conditioAs, the sheer urgency of the post- 
war demand, bot^ at home and abroad, with the negd to,make 


up aiTears and to replace goods damaged or destroyed added to 
the ordinai-y current demands, must certainly result in due course 
in a boom in the labour market; and this shortage of woi'kei's will 
last at any x'ate until the more urgent demands have been met. 
What was reasonably to be expected in Great Britain when the 
war ended was first, a shoi’t period of dislocation in many areas, 
while war factories were being closed or converted and W'hile 
workers who had been employed away from their homes were 
sorting themselves out and returning to their pre-tvar trades or 
finding new ones, and then a period of rising production accom- 
panied by continuing shortages, during which the demand for 
most sorts of labour would be in excess of the current supply, and 
for some sorts of skilled labour — above all in tlie building industry 
— ^very gi’eatly in excess. 

The situation was of course complicated by the sudden ending 
of the war in the Far East, after plans had been laid in expectation 
of its lasting for a longer period. TJic continuance of war against 
Japan after the collapse of Germany would both have reduced the 
numbers returning at once to industry from the armed forces, and 
have involved the maintenance of war production on a consider- 
able scale. It would thus have reduced the magnitude of the 
immediate change-over, and would have hampered the resump- 
tion of civilian production. Transport would have remained very 
scarce; and there would have been physical shortages of many 
kinds of materials needed by civilian industries. I’his would have 
slowed up the return to normal production; and it would 
have involved the danger of a boom m prices unle,s,s controls had 
been firmly retained and used until well after the end of war in 
Asia as well as Europe. In fact, up to August, £945, the Par 
Eastern complication cut both ways; it both slowed up the 
reconversion of industries to the uses of peace and involved 
stronger pressure upon scarce supplies, with all the attendant risks 
of profiteering, inflation, and the abuses of the black market. On 
the other hand, while Great Britain was still at war, even though 
not in Europe, there was less pressure for the removal of controls 
and more preparedness to put up with continuing shortages than 
was to be expected after the return to peace unless the Govern- 
ment took great care to explain to the people the reasons for such 
shortages as continued to exist. 

Actually; (lAe unexpectedly quick en^ of the Japanese war 
tipsct tilings badly, not only because it tlirew the plans previously 
made out of gear, but stUl more Jpeqause of the precipitate termi- 
nation of Lease-Lend by the American Government. It had been 
expedte^ that Lease-Lend supplies would be «gradually tapered 
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off, in order to avoid dislocation; but the Americans decided to 
stop them suddenly, on the ground that there was no power to go 
on with them when they were no longer needed for the defence of 
the United States — their purpose as defined in the Act of Congress 
authorising Lease-Lend. The sudden stoppage of supplies was 
very epabarrassing for Great Britain, which had been depending 
on Lease-Lend for a considerable part of its food supply, as well as 
for many essential industrial goods. The necessity to pay for food 
imports meant that there were no dollars available for buying^ 
American raw materials, without trenching on British doJlar'^ 
reserves that were urgently needed for meeting the claims of other 
creditors of Great Britain. These were the circumstances under 
which it became urgent to secure a large American loan in 
order to tide over the difficult period while (j-reat Britain was 
endeavouring to rebuild its export trade on the enlarged scale 
needed to cover the cost of imports in face of the loss of ‘invisible 
exports’ during the war. The long delay before the loan was 
finally conceded — on most onerous conditions — in July, 1946, was 
a cause of great difficulties to the British economy. It made 
necessary the most rigid limitation of dollar purchases that could 
be reconciled with the food needs of the British people, and with 
the requirements of materials and machinery for the rebuilding 
of industry. It called for the utmost possible concentration on 
pushing up exports in order to meet as large a part as possible of 
the cost of imports out of current earnings; and it made impractic- 
able any attempt even to begin paying off the vast sterling debts 
accumulated during the war. Indeed, these debts continued to 
mount up; and it became necessary to arrange for a large new 
loan from Canada. The difficulty was aggravated by the world 
famine of 1946, and by the need for meeting the cost of food 
supplies that were indispensable for preventing sheer starvation in 
the British zone of occupation in Germany. I shall discuss in a 
subsequent section the' conditions on which the United States did 
finally grant Great Britain a loan: here my point is only that the 
long delay made the position of the British economy in 1946 
exceptionally awkward. 

What Happened Last Time 

These conditions differ widely from those which existed when 
the first World War ended in 1918. Great Britain at that time still 
owned large overseas investments; nor were these o’flftet by sterling 
balances due for repayment. There were debts to the United 
States; but they were balanced?, at all (Syents on paper, by debts 
owing to Great B|i;itain from European Allies, In the period which 
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immediately followed the termination of hostilities, the British 
economy was not held up by any inability to pay for necessary 
supplies. Nevertheless, then as at the end of the second World 
War, there was a serious shortage of goods — for the simple reason 
that over a large part of the woi-ld the war had adversely affected 
production, and in Great Britain industrial capacity had been 
diverted to war needs and took some time to shift liack again and 
to get back into proper running order. After 191B the wartime 
controls were precipitately removed, and profiteering was allowed 
to develop on a prodigious scale. In otlier words, the demand was 
reduced by allowing prices to rise, and there \vas an unsound 
boom during which very large windfall pi’oflts were made. In 
1945 these errors, were not repeated. The Labour Government 
came to office with a clear mandate to keep the controls in 
effective operation and not to allow the cost of living to get out 
of hand. Its measures could not prevent a continuing shortage of 
supplies: indeed, for the reasons already given, the shortage was 
much more acute than it had been in 1919 and 1920. But its 
measures did effectively prevent the sort of price-boom which the 
Lloyd George Government allowed to develop after the first 
World War, and thus avoided reproducing the conditions in 
which a short-lived and unreal speculative boom was bound to 
lead on to a crisis and a slump as soon as the most clamant 
demands had been met and purchasers began to face the need of 
squaring their outgoings with their incomes and expectations. 

The question to which we arc seeking an answer is this. How 
long are we to expect that a state of shortage — ^that is to say, of 
actual demand exceeding the available supplic:s of commodities— 
will persist under the policy conditions of 1946 and 1947? The 
excess of actual demand over supply did not last long' after the 
first World War, despite the acute shortage of almost everything 
that existed when it came to an end. Within two years of die 
cessation of the fighting in 1918 the boom’ had spent its force and 
a great post-war depression was setting in. The boom lasted 
through the latter part of 1919 and the first half of 1920; but by 
the end of 1920 unemployment was beginning to mount fast, and 
by early 192 1, the slump was fully in being. This happened partly 
because^ of the adoption of remarkably unwise financial and 
economic policies in Great Britain and in some other countries, 
and partly because business men who had been gambling reck- 
lessly on the world’s need for goods at alhy price were suddenly 
brought up short by the realisation tliat war had left, most 
. countries not rich, but ‘desperately poor. The unwise financial 
policies consisted largely in an attempt, und^ the influence of 
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‘ortliodox’ bankers and ‘City’ interests, to get back to pre-war 
financial conditions and to a balanced Budget, at no matter what 
cost to the community as a whole. The element of reason behind 
this policy was a desire to correct the inflationary forces which had 
been allowed to get loose, mainly through the mistakes of the 
Governfnent in yielding to the demands of business men to be 
allowed to return to ‘Business as usual.’ Under this pressure, 
reinforced by the widespread dislike of bureaucracy which war 
always arouses in most people’s minds, the Lloyd George Govern- 
ment ignored the necessity for a carefully planned tansition from 
a war economy to production for the needs of peace. The wartime 
‘controls’ were precipitately taken oflE; and business men were 
allowed to scramble for customers as they pleased. Supplies of 
goods were short, because productive efficiency was low in face 
of war-weariness and obsolete capital equipment; and accordingly 
prices rose to fantastic heights as those who had the money com- 
peted to get goods and services at any cost. Vast profits were 
made: there was a fever of speciflation throughout the economic 
system: those who were not well placed for demanding higher 
incomes were left to go without. And then, when the rush to get 
supplies slackened off, and it became plain that current prices had 
forced many classes of goods far beyond what ordinary people 
could afford to pay, boom swiftly gave place to slump. As soon as 
prices began to fall at all through shortage of orders, even those 
who could afibrd the current prices began to hold off buying in 
expectation of a further fall. Employers discharged workers on all 
hands, thus further reducing the demand for goods and services. 
The speculators who had not cashed in on their gains in time were 
ruined: wages were drastically cut, and Trade Unions which 
attempted resistance underwent defeat. And all this happened 
while there were still vast needs unsatisfied; for during the boom 
not the most urgent needs, but rather those armed with the 
greatest command of money, had been met; and, though mplEoji- 
mnt had been high, production per head (and even total produc- 
tion) had remained low. The boom after the last war was a boom 
iri prices, and notin production; even at its height there were not 
nearly enough goods to go round, by any standard based on 
normal human needs. 

While this was the situation in Great Britain, and also largely 
in the United States, most of continental Europe w’aka great deal 
worse off after i giB, because its productive power had suffered 
much more seriously during ths war. In most countries, both 
agricultural and industrial production sank to very low levels 
and there was littlfi that coiud be exported to pay for'ngjseSsary 
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imports. In addition, the currency dislocation was much worse in 
France as well as in Germany, and indeed over most of Europe, 
than it was in Great Britain, Continental Governments, harder 
driven than ours, had resorted to the printing press to meet their 
pressing bills; and the more money they printed, the fiisrer prices 
rose. Indeed, the rise in prices soon outstripped the creation of 
additional money; for those who had goods to sell raised their 
prices in anticipation of more money being put into circulation, 
while those who had money hastened to change it for goods at 
almost any price before its buying power fell further still. In 
particular, the money of the countries in which this occurred lost 
its exchange value abroad even faster than at home; and specu- 
lators on the foreign exchanges helped to destroy its value fastpr 
than ever. These conditions reacted on the export industries of 
Great Britain and other relatively stable countries, which stopped 
sending goods to customers who were unable to pay for them in 
money and had hardly any goods to send back in exchange. Thus, 
the bad conditions on the Continent made the slump in Great 
Britain worse, by throwing out of their jobs coal-mmers, steel 
workers, engineers, woollen operatives, and many other workers 
who normally produced for export. 

Thereafter came a slow recovery, as countries got their 
cvxrrencies into order, restored their productive efiiciency, and 
began both to exchange goods more freely and to re-establish 
their home markets. But the recovery in many parts of the world 
never was complete. We have seen that for the entire period 
between 1921 and 1939, or even if we leave out the disastrous 
years of the second inter-war slump from 1931 to 1933, the level 
of unemployment was continuously much higher over the world 
as a whole than it had been before 1914. There were at all times 
literally millions looking for jobs and unable to find them ; and in 
face of the plain fact of poverty, implying the need for all that 
could be produced, the whole capitalist woiid Was persistently 
wasting productive resources and letting men and women fot 
away in idleness instead of setting them to useful work. 

Comparison 

In the second war, devastation has occurred over a greater area 
and on a larger scale than between 1914 and 1918. The world’s 
need for goods and services is even greats and more urgent than 
it was after the previous war. In the absence of civil wai’s succeed- 
ing to the war of nations, there «5Xists in every country devastated 
by war a clamant demand for cun'ent supplies and for the making 
good" of arrears. This is the position within c&ch country as the 
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industrial system changes over from war- to peace-production; 
and it also affects the trade between countries, wherever those 
which need supplies have, or are lent or given, the means of 
paying for them. Because of the longer war and the greater dis- 
location »caused by it, the demand for goods needed for the 
re-establishment of national industries, as well as for meeting 
current consumers’ needs, would have been bound to last longer 
than the boom of igig-ao, even if nations had conducted their 
economic affairs in the same reckless spirit of profiteering as they 
showed after the first World War. In practice, however, most of 
the belligerent countries were in no situation to behave in this 
way, even if their ruling classes had wished to do so. Their 
economic structures had suffered so much damage, and their 
immediate productive capacities were so impaired, that it was 
quite out of the question for them not to maintain strict control 
over supplies of almost every sort, and to plan the work of 
recovery and the procuring of foreign aid in order to prevent 
mass-starvation that would certainly have been the prelude to 
revolution. 

In 1945-6 the only great country that was in a position to have 
an uncontrolled capitalist boom of the kind that occurred in a 
number of countries after 1918 was the United States; for whereas 
most others had been terribly impoverished by war, it had been 
greatly enriched. There was, of course, in the United States as 
elsewhere, dislocation accompanying the change-over from war 
production to peace production, and this involved shortages of 
goods in relation to demand; but the Americans were huge 
creditors of the rest of the world, and were in no danger of any 
serious shortages of necessary supplies. They could have plunged 
straight into a price-boom very much like that of 1919. Up to 
July, 194.6, they were restrained from behaving in this way by the 
continued existence of a comprehensive system of price-controls 
under the Office of Price Administration; and these controls were 
closely linked to parallel controls over wages. At the beginning of 
that month, however, the wartime system of price-controls came 
to an end; and Congress refused to agree to its renewal except in 
a form so mutilated that President Truman felt compelled to veto 
the Bill in which the proposed new controls were embodied, on 
the ground that its provisions were unwoi'kable. Price-control in 
the United States therefore lapsed, in July, 1946; and though 
control was retainsd oxA'eimposed in a few cases, including rents, 
the cost of living and, still more, the leveT of wholesale prices, 
rose very sharply during the n&xt few months. Food prices in- 
creased especially jFast, and outran wages, which continued, to be 

■ •'•,.325 


artificially held down; and in November the Republican victory 
in the elections made it evident that the United States was head- 
ing straight for a complete return to unrestricted capitalist 
enterprise, with the virtual certainty of a great struggle to come 
between the forces of Capital and Labour. The main difference 
between the American situation towards the end of 194,6 and that 
which arose after the first World War lay in the much greater 
strength of American Trade Unionism, despite its division into 
rival factions enrolled in the American Federation of Labor and 
in the Gongi-ess of Industrial Organisations. The conflict between 
these rivals was bitter and was complicated by the position of 
Mr. John L, Lewis, who, after being largely responsible for 
founding the G.I,. 0 ., had led his United Mineworkers back into 
the A.F. of L., but continued to follow an independent line Of 
his own. In Novetfiber, 1946, Mr. Lewis called the soft coal 
miners out on strike against the Government, which was still in 
control of the mines. His action was met by an injunctioir and 
by the levying of heavy fines on both him and his Union; and the 
strike was hastily called off, pending an appeal to the United 
States Supreme Court on the legality of the decision. The use of 
‘injunctions’ against Trade Unions was believed to have been 
barred by the Noms-La Guardia Act, passed during the New 
Deal. The Government claimed that this Act did not apply to 
strike action directed against itself; and there were apart from 
this many threats that the newly elected Congress, dominated by 
the Republicans, would enact drastic anti-trade-union legislation. 
The revival of the ‘injunction’ procedure, and the threats of new 
anti-strike laws, led the rival Labour factions to declare their 
support of the miners; but the calling off of the coal strike was 
followed by a pause. In the early months of 1947, American 
capitalism and American labour were facing each other uneasily, 
and a large scale conflict between them seemed to be in prospect. 

Apart from the United States, which can have an inflationary 
boom at any time if it chooses, with the practical certainty of a 
crisis to follow, the world at the end of 1946 was in no condition 
to enter on a period of boom. Inflation, of course, any country 
can have: indeed, inflationary conditions existed already over 
a large area. But inflation and boom are not the same thing; 
for boom connotes at any rate an illusion of prosperity, if not the 
reality, whereas inflation can exist without any feeling at aU that 
things are going well, and side by side with severe unemployment 
and widespread distress. 

It 'Was, indeed, one of the hnajor anomalies of the world 
economic situation of 1946 that, whereas an inflationary boom in 
3s6 


America could not give rise to boom conditions, though it might 
accentuate inflation, elsewhere, such a boom would have been all 
too likely to aggravate the difficulties of other countries and to 
retard their recoveiy, or even plunge them into a condition of 
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crisis. Rapidly rising pripes in the United States must reduce other 
countries’ ability t*o buy American goods; for, even if the prices 
of American imports rose sharply, this would not suffice to main- ^ 
tain the purchasing ability of other countries in the United States, 
for' the simple reason that they must buy largely oft gredit in 
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default of adequate commodities available for export. Au 
American boom ■would probably reduce American willingness to 
give credit, by diverting funds to speculation at home and by 
strengthening isolationist tendencies. An American crisis follow- 
ing on a boom, on the other hand, would mean a sharp fall in 
imports. It might mean also an attempt to push exports bn the 
world market, in order to make up for the falling oil’ of home 
demand. But such an attempt would probably mean cutting of 
prices for cash sales, rather than an extension of credits — unless 
indeed the Administration set to work to expand foreign credits' 
as part of its counter-depression policy. The one thing that could 
safely be said was that it was to the rest of the world’s interest 
that the United States should have neither a boom nor a slump, 
but should maintain, a steady and orderly expansion, lending 
enough abroad to counteract its export surplus and absorbing 
more imports as fast as larger supplies could be made, available. 

This amounts to saying that, whereas, after 1918, the conditions 
requisite for a temporary boom existed in a number of countries, 
in 1946 they existed only in the United States, with the con- 
sequence that American economic policy was the lai'gest single 
determinant of world recovery and of the world’s power to attain 
economic stability. This being the position, no close analogy can 
be drawn between the conditions of 1919 and those of 1946. It 
may nevertheless be helpful to see what was the general course of 
economic events after the first World War, and how quickly 
nations were then able to get their productive systems back into 
tolerable working order. 

World Production after igi8 

Much had been said during the war years, 1914-18, about 
the great increase in pi’oductivc power that had been revealed 
by the mobilisation of rcsoui’ces for war purposes and about the 
higher standards of output that could be cofrfidently expected for 
the future. Figures had been cited showing the gi'eat increases in 
production that had actually been achieved in the war factories, 
and general conclusions had been drawn with too little allowance 
for the difficulties in the way of transferring these increases from 
war to peace conditions. What was said about the increases of 
output in war factories was of course pesrfectly true, but it was 
one thing to secure high output in producing largely standardised 
, commodities for war use and .^quite another to retain these 
advances when industry was turned over to producing for the 
muoh'’mor6 diversified demands of peace. Moreover, as we have 
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seen, capital in the form of new instruments of production had 
been applied during the war years almost exclusively to indus- 
tries making things dii-ectly for war needs, and the equipment of 
the industx'ies producing for civilian consumption had been 
allowed* to run down and to get out of date. Add to this the 
physical devastation which had occurred during the war over a 
large part of Europe and the dislocation of the economic systems 
of the defeated countries, including the new States carved out of 
their territories which were struggling during the post-war years 
to get their national economies into some sort of order. 

All these things account for the fact that, despite the technical 
advances made during the war, production took a long time to 
recover even to the pre-war levels. Even in the fifth year 
of peace, productioir over the world as a whole, according to the 
estimates made by the Economic Section of the League of 
Natioirs, had grown in comparison with 1913 only a very little 
more than population; and this small credit balance was entirely 
due to relatively rapid growth of output in areas which had 
escaped war devastation and had been diverted less fully than 
others to meeting the needs of war. Thus, in North America, pro- 
duction had risen in 1923 by 29 per cent, over the level of 1913, 
as compared with a population increase of between 16 and 
17 per cent., while in Europe (excluding the Soviet Union), 
whereas population had risen by somewhat less than 4 per cent., 
production per head was.still a long way below the level of 1913. 
Indeed, even aggregate output in Europe, with no allowance for' 
the change in population, stood in 1923 at about 13 per cent, 
below the pre-war level. Not until 1925 did Europe as a whole 
regain the pre-war total of aggregate production, and even in that 
year production in Eastern and Central Europe was still appreci- 
ably below that of 1913. In every other continent production had 
been increasing considerably faster than population; in Europe, 
|Which had borne the brunt of warfare, it took at least eight years 
to get back to the pre-war level of production per head. Even in 
Great Britain, which had undergone no actual devastation during 
the war, it seems certain — though there are no accurate figures— 
that the pre-war level of production per head was not regained 
until 1924. In Eastern and Central Europe (excluding the Soviet 
Union), it took four years longer to get back to an equivalent 
level. The figures for thi^ Soviet Union are difficult to interpret, 
but the pre-war level seems to have been regained there some- 
where about 1925. For the world ^s a whole the rise in production 
went significantly ahead of the jncrease in population only 
: in tgas.,. ’ 
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Europe thus took a long time even to get bade to the level of 
productivity which had existed in 1913. In terms of individual 
commoditieSj the contrast between European and American 
experieneje in the post-war years is highly significant. If we com- 
pare average output in the years 1909-13 with average output in 
I9i20-4j we -find that wheat output was 17 per cent, smaller 
in Europe and 9 per cent, larger in America during the post-war 
years. For coal, European output had fallen by 11 per cent., 
whereas American had I'isen by 12 per cent. European production 
of steel was down by nearly 20 per cent., whereas American pro- 
duction had risen by 28 per cent., and petroleum production was 
40 per cent, lower in Europe and 275 per cent, higher in America. 
Europe had about the same number of cotton spindles in the post- 
war period as before the war, whereas in Am&ica the number of 
spindles had risen by 18 per cent. These are merely illustrative 
figures for a few commodities for which data are readily available, 
but if the list were extended it would tell the same story. Far from 
bringing any immediate enlargement of European production, 
the first World War left behind it a legacy of devastation and 
inefficiency which needed many years to liquidate. Indeed, 
European production had barely begun to forge well ahead of 
pre-war levels when it was beaten back by the advent of the great 
world depression of 1931. 

Of course, a part of this failure to achieve higher production on 
the basis of wartime technical advance was due to economic dis- 
location accompanied by serious unemployment* It would, how- 
ever, be a mistake to regard this as the main cause, for there were 
many other factors at work. Among these must be reckoned not 
only the physical devastation of a large part of Europe and the 
running down of plant and equipment outside the war industries, 
but also the continuance of civil war or disturbed political con- 
ditions over a considerable area and the putting out of action of 
a substantial part of the economic apparatus of Germany both 
before and during the French occupation of the Ruhr. Moreover, 
in those areas in which great estates were broken up and trans- 
foi'med into small'peasant holdings, the eflfect, whatever its social 
advantages, was unfavourable to aggregate production. Standards 
of cultivation fell in the areas transferred to peasant cultivation, 
and, in face of the prevailing political conditions and the age-long 
poverty of the countiljcs chiefly affected, it was difficult to do any- 
thing towards raising peasant standards by improving capital 
equipment, either on the farms oi* in the form of services which 
would have enabled^the peasant's to market their supplies under 
more favourable conditions. • 
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Shall we do Better This Time? 

Shall we do better this time?. It would be the height of rashness 
to prophesy that we shall, in view of the much more serious and 
widespread devastation that the second World War 'has brought 
about, and of the iact that, in one of the greatest productive areas 
of Europe, the present purpose of the policy of the victors is not to 
raise production to the highest possible level, but to keep it down 
in order to eradicate the danger of German military revival. In 
such circumstances, it would be entirely unrealistic to suppose 
that recovery is likely to be quick or easy. Recovery depends on 
a number of lactors which I’eact one upon another. If food is 
Seriously short, . industidal and agricultural outputs are both 
bound to be low; for starving people have neither the strength 
nor the will to achieve high output. When machines are largely 
worn out, or obsolete, or have been smashed up or carried away, 
industry is bound to be inefEcient, even if the workers are in a 
state of health in which they can give of their best. But inefficiency ■ 
in industry accentuates the food crisis, both by making it more 
difficult to pay for imports and by making the farmers reluctant 
to carry goods to market when they cannot get what they want 
in exchange for them. 

The devastation of German industry, first by war and sub- 
sequently by the carrying away as reparations of whatever was 
supposed to be surplus to the reduced needs of the German people, 
as defined at Potsdam, reacts on the. rest of Europe, because 
Germany uscid t« be for its neighbours both the principal market 
for local surpluses and the principal source of supply. The 
economic curtain between the Soviet zone of occupation and the 
zones held by the Western Powers, as well as the similar curtain 
across the rest of Europe between West and East, hampers 
recovery in the short run, even if it be compatible in the long run 
—which is doubtful — ^with a raising of European standards of life. 
The great waterways, such as the Danube, lie largely unused 
while the Great Powers dispute about their future control. In face 
of such facts it would be a miracle if economic recovery could 
proceed rapidly, whatever efforts each national Government may 
be making to bring it about. 

In Great Britain, up to a point, physical x'ecovery advanced 
more easily than over most of Europe. The industrial damage done 
by bombing was not at all severe; and thgre was no physical 
devastation due to fighting or occupation, such as occm’red in 
France, Belgium, Italy, Hollafld, and a number of other States. 
Accordingly, it was a relatively simple mattef to carry recovery a 
substantial distance, and to Create internal conditions infinitely 
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better than could for the time exist in most parts of the Gon“ 
tinent. This, however, is by no means the same thing as achieving 
' assured rehabilitation of the British economy; for this partial re- 
covery was achieved largely with obsolete equipment and under 
I conditioKS which made it easy to sell all the exports British in- 

1 dustries could produce, at almost any price they cared to ask. 

i ' The real test could come only when British industry had to face 
I effective competition in the world market; for only then could 
it be known whether Great Britain would solve the problem of 
readjusting its economy to meet its import needs with exports at 
prices which other countries would, in the long run, be ready 
■ to pay. 




OHAPTER in 


WHAT I-IAPPENS IN SLUMPS? 

Even IF WE DO ACHIEVE RECOVERY, and sviccced for a 
time in raiising our exports to the required level, and in producing 
enough at home to support the British people at an improved 
standard of life, what is there to stand in the way.of a collapse of 
these achievemeMts of reconstruction in lace of another slump, 
such as occurred tlmee years of the termination of the 

World War of 1914-18? What is there to prevent such a calamity, 
either in Great Britain or in any other country in which the 
volume of production and employment has hitherto been left to 
be settled mainly by the action of business men guided by con- 
siderations of profit? Is there anything to stop the flinging of 
workers on the streets, even in face of an evident and urgent need, 
both at home and abroad, for what they could be employed to 
produce? The existence of unsatisfied wants, both for goods to be 
consumed at home and for goods to be sent aliroad in exchange 
for other kinds of goods, was not enough to stop the great depres- 
sion which followed the ending of the first World War. Why 
should things turn out dift'crcntly now? 

Capital Goods and Exports 

The unemployment which devastated the capitalist world so 
soon after 1918 had, on the face of the matter, two aspects. A good 
deal of it appeared to be due to the collapse of the demand 
for exports, which threw workers in the coal, cotton, and other 
exporting industries out of work, and, by destroying their pur- 
chasing power, reacted adversely on the demand for the products 
of other industries. A good deal of it appeared to be due to the 
fall in the orders for capital goods, as business men, losing faith 
in the pro.spects of the consuming market, almost ceased to buy 
new machinery, even for the replacement of worn-out or obso- 
lescent machines. The slump aflected other branches of produc- 
tion besides these: indeed, there was no industry or service that 
it did not affect. But it affected these tv/o gremps most of all. 

If we look back on the history^ of earlier depressions, or forward 
to the even more devastating depression of 1930 and the following 
yearn, we-shall find the same thing happening. In Great Britain 
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and other industrial countries, the heaviest blows have fallen, in 
one slump after another, on two groups of industries— those pro- 
ducing largely for export and those producing instruments of 
production and other constructional goods. This is a common 
feature ?)f nearly all depressions, as they affect industry. Although 
the demand for all classes of goods and services undergoes' some 
reduction when times are bad, the heaviest reductions occur in 
these two overlapping fields — ^for of course some exports are 
machines or other kinds of capital goods. The home demand for 
consumers’ goods falls off as a rule much less than either the 
demand for exports or the demand for capital goods. 

W/iai Happens in Agriculture ' 

This is what happens to industry. In agrictilture, things usually 
take a somewhat different course. The demand for foodstuffs as 
a whole varies much less between good and bad times than the 
demand for most other things; and the demand for the cheaper 
kinds of foodstuffs varies least of all. Men must eat, and when 
their incomes are reduced they usually economise on other things 
sooner than go short of food — ^if they can get it. One would 
suppose, therefore, that the agricultural producers would find 
themselves in a relatively favourable position during a slump, and 
would be able to take advantage of the cheapening of industi’ial 
products while maintaining the prices of their own. Nothing 
could be further from the truth. The volume of agricultural 
output usually stays relatively high, even if it does not actually 
increase, during periods of depression; but, even if the demand 
for foodstuffs falls only a little, agricultural prices usually slump 
even more catastrophically than the prices of industrial goods, so 
that the purchasing power of agricultural commodities over indus- 
trial products falls off sharply, accentuating the decline in foreign 
trade. In particular, the prices of agricultural raw materials suffer 
a devastating decline. 

This sharp fall in agricultural prices occurs partly because agx'i- 
cultural producers can neither combine easily to control the prices 
of their produce nor speedily cut down the amounts produced. 
Output is indeed in the short run dependent much more on the 
chances ofhaxwests than on any deliberate action of the pi'oducers, 
who can act only within the conditions set by the natural rhythm 
of the seasons and ^the established practices of crop rotation and 
combined production of animal and vegetable products. Faced 
with a shortage’ of demand, actual or expected, the industrial 
employer can in most cases rapidly contract his outpi^t an^ dis- 
charge the workers'he no longer requires, The farmer cannot act 
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so quickly, nor when he does act can he so easily adapt his labour 
foixe to the changed conditions of the market — above all when he 
is a peasant or family farmer, employing little or no labour 
beyond that of his own household. ^ 

Indeed, the farmer may in many cases react to a depression not 
by reducing his output, after the manner of most industrial 
employers, but by producing more. If he is a man of small 
resoui’ces, as most farmers are, he must sell his crops or his beasts 
without delay, even if he has not been compelled iir effect to sell 
or mortgage them before they were grown. He. depends on what 
he gets from the year’s crops for re-stocking his farm, for buying 
such industrial goods and Ibodstulfs as he needs, for paying his 
rent, if he is a tenant, or his mortgage interest, and for meeting 
the claims of the tSx-gatherer and in many cases the money- 
lender, He must have cash at all costsj and if the price of his 
produce falls, his first reaction is to attempt to grow or raise more, 
in order to maintain his cash income. In doing so, he of course 
worsens the market conditions; for the more he offers for sale, the 
less per unit he is lilcely to get. But it will not help him to refrain 
from increasing his output, unless his competitors do the same — 
and for the basic agricultural commodities the number of his 
competitors is legion, because these commodities are sold in a 
world-wide market, made up of millions of small producers, as 
well as a few lai'ge ones, in many diiferent countries. 

This helps to explain why, despite the fact that the consumption 
of foodstufls is usually well maintained during a slump, their 
prices fall off so much. The millions of agricultural producers are 
in a weak bargaining position, both because of their sheer 
numbers and because they arc scattered over many lands. Many 
of them try to improve their situation by joining together in Agri- 
cultural Co-operative Societies, among which the Canadian 
Grain-growers’ Co-operatives are important, for thO collective 
marketing of their produce. But unless such methods can become 
general, in all the large exporting countries, and unless the Co- 
operative Societies can be induced to follow a common policy in 
all countries, the power of the farmei's, even collectively, to 
influence market conditions is severely limited. The Canadians 
cannot well afford to hold out for a higher price than the 
Argentinians are prepared to accept for grain of equal quality; 
for if they' do, their grain will remain u»soId |ind they will have 
to incur the heavy costs of storage, nor will they find it easy to 
borrow the cash which their farmer-members miist have in order 
to catry qn at all. Of course, if all the wheat available were 
wantedrby the consumers without delay, this situation would not 


arise. The farmers would be able to hold out for a reasonable 
price without fear of having their crops left on their hands. But 
all the grain is not wanted at once; there is usually a lai'ge carry- 
over in store from previous harvests. If the farmers try to hold out, 
the dealers use up the stocks without replacing them, leaving the 
producers .to bear the costs of storage. There are usually enough 
needy sellers to bring the prices of basic foodstuffs tumbling down 
in a depression, despite the maintenance of consumption. And, of 
course, consumption is maintained partly because prices do fall 
so far. The buyers can buy as much as before, without using on 
foodstuffs any larger fraction of their reduced incomes. They may 
even consume more — those who are still in work — and yet spend 
.a smaller pi'oportion of their incomes. ’ 

Farm incomes, then, are apt to fall drastically in a slurnp — 
above all the incomes of peasant producers, who are least in a 
position to protect themselves. /In countries which habitually 
import foodstuffs, the agricultural producers are often protected 
by their Governments, which restrict imports and take measures 
to raise the domestic prices of wheat and other agricultural 
products far above the world level. This, however, only makes 
matters worse for the agriculturists of the food exporting coun- 
tries, by narrowing the markets where conditions are already 
adverse./Naturally, one consequence is that the peasants in these 
countries have to cut down almost to nothing their purchases of 
industrial goods — especially of imported goods, which become 
impossibly expensive as the Governments of the agricultural 
countries impose high tariffs on them, partly to protect home 
industries, but also partly in order to balance their international 
accounts. For the fall in agricultural prices reduces the yield of 
the exports from these countries, leaving them with less foreign 
money to cover their purchases of imports after meeting such 
debts as they owe abroad to foreign owners of capital. This decline 
in the purchases of industrial goods by the agriculturists deepens 
the depression in the industrial countries; and further depression 
in these markets helps to force agricultural prices down further 
still. 

Agriculture and Industry Interact 

Thus industrial and, agricultural depi-ession interact, showing 
themselves in unemployment in the industrial areas, but in the 
agricultural areas rather in a general fall in the standard of living 
far below its normally low levels. Prices fall in both agriculture 
and industriah tJleas; but the fall in agriculture is* usiuSlly the 
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greater, because agricultural production is not cut down, at any 
rate until the slump has continued for a coiisicleralde time 

We have already seen a part of the reason why depression in the 
industrial countries falls with special severity on the exisorting 
industries. It is not only in agricultural countries tha£, when 
market conditions become adverse, attempts are made to cut 
down imports to the greatest practicalile extent, In the industrial 
countries also, manufacturers demand increased protection, in 
the hope of mitigating the effects of the fall in demand on the 
sales and prices of their own products; while the fall iir exports 
creates exchange difficulties similar to those which arise in the 
agricultural States, and' makes the Governments concerned ready 
to listen to the claims of the manufacturers. Thus, periods of. 
world depression are ‘ usually periods of increased restrictiops on 
foi'eign trade, as each country attempts to protect its own 
nationals against the effects of the general worsening of economic 
affairs. These practices, when one country after another resoi’ts to 
them, lose most of their effectiveness fi’ora the standpoint of each 
of the countries concerned; for countries cannot prosper by not 
taking in one another’s washing. 

What results is a general shrinkage in the volume of world 
trade, and therewith of world production and employment as 
well, wherever countries allow the volume of employment to be 
regulated by the conditions of the mai’ket. No one country, how- 
ever, dares give up its beggar-my-neighbour policy us long as 
others persist in the same courses, for fear of having its market 
flooded with imports which will throw more of its own workers 
out of jobs, and will also dislocate its balance of payments. Th i s 
was what happened to a considerable extent in Great Brittun in 
1931, as a consequence of the world crisis; and it led this country 
to abandon its traditional policy of Free Trade, and take to 
Protectionism instead, in addition to giving up the gold standard. 
Whether these measures were really necessary — either of them or 
both— we need not pause to consider just now. Our present con- 
cern is that each country’s attempt, in time of depression, to 
protect its own home market is bound to cause a severe contrac- 
tion in the amount of world trade. This reacts with particular 
seriousness on the industries which produce manufactured goods 
for export — including both capital and consumers’ goods; for as 
a rule countries find it much easier to dispgn.se in bad times with 
imports of manufactures than to curtail their n&rmal imports of 
raw materials or foodstuffs to the desired extent— especially if the 
prices of such goods fall much more sharply than the prices of 
manufifctprCS. * 
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Industries in a Slump 

The second group of industries in the industrial countries which 
suffers in an exceptional degree when depression sets in is that 
which produces mainly capital goods, whether for the home 
market or for export. Unemployment and the fall in production 
are in general much more severe in the industries which make 
‘capital goods’ than in those which make consumers’ goods for 
everyday use. In more technical language, ‘investmeirt’ declines 
more than ‘consumption,’ despite the fall in. consumption which 
follows upon the loss of purchasing power by those who are 
thrown out of work. Such industries as shipbuilding, iron and 
steel manufacture, heavy engineering, and, as a rule, building, 
suffer a much greater decline in activity thap such industries as 
food processing, clothing, printing, and th^e lighter metal trades, 
which work mainly for tire consumers’ market. 

Before we consider the reasons for this severity of depression in 
the industries which make capital goods, let us see what actually 
occurred to British industries of various kinds iia the great slump 
of 1931 and the ensuing years. I have chosen for this purpose a 
number of industries whose fortunes illustrate what happened to 
the main branches of production and service during these years 
of worldwide distress. In the Table on pp. 340-41 the chosen 
industries and services have been divided into eight groups, 
related in broadly different ways to the productive system as a 
whole. The grouping is bound to be to some extent arbitrary, as 
certain industries could be assigned to more than one group. The 
metal industries export a substantial portion of their products: 
a large part of the product of the woollen and worsted industries 
is consumed at home: the building industry builds factories as 
well as houses; and so on. But anyone who does not like my 
grouping can make another for himself. 

it will be seen that Group A (industries making capital goods) 
showed by far the highest addition to the percentages unemjaloyed 
between 1929 and the years of deep depression. Group B (indus- 
tries making durable consumers’ goods) also showed very large 
increases, starting from a much lower level of unemployment in 
1939. On the other hand, Groups E and F (industries prodt;cing 
foods and other immediately consumable supplies) showed rhuch 
smaller increases, both absolute and proportionate, than the con- 
structional industries. Moreover, the figures for Building can be 
further studied from Another soirrce, so as to separate residential 
building from the construction of factories. These data show the 
values of building plans apprSved, and are therefore affected by 
the fall in prices^ but this does not affect their signifipancti for the 
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The Increase in Unemployment by Industries between i gag and 1931- 
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G. Transport Services 

Railways (partial figures) 
Trams and buses 
Other road transport 
Docks and harbours 
Shipping. . . 

H. Other Services 
Distribution . 
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Laundries : . ■ . 
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purpose in hand. Whereas the value of plans passed for residential 
buildings, after falling by 8^ per cent, from 1929 to 1931, rose by 
1933 to 41 per cent, above the level of 1929, the value of plans for 
factories fell rapidly by 56 per cent, up to 1931, and then 
recovered slowly, but was still in 1933 over 4.0 per cent, below 
the level of 1929. 

Unemployment was also exceptionally severe in industries 
which produce largely for export (Group D). This group had 
already a high level of unemployment in 1929^-10 that we shall 
come back later— but the additional 'unemployment that was 
recorded during the depression was higher than in any other 
group except Gfoup X. It is also to be observed that the period of 

1 An unweighted average is one^in which each item is given equal value, 
irrespective of its degree of importance. Thus, in this Table, steel-smelting apd 
engineering are gij{en equal weight, though engineering employs rrjany more 
'workers. ^ •>' 
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maximum depression came in general earlier in the export trades 
than elsewhere, and that recovery also set in sooner. Four of the 
five selected industries passed thi’ough their worst unemployment 
in 1931, and in all of them there had been a substantial recovery 
by 1933. Even in the cotton industry, which was at its worst in 
1932, things were nearly as bad in 1931, and greatly improved 
in 1933. The chemical industry, which I have assigned to a 
different group, also had its worst time in 1931, and had sub- 
stantially recovered two years later. The hosiery industry had 
a similar experience. 

The industries producing goods for immediate consumption 
and the services such as distribution and public utilities showed 
the smallest increastjs in the proportion of workers unemployed. 
Ill the transport group, tram and bus services naturally showed 
an even more marked stability of employment, whereas shipping 
services were very heavily affected. The lowest average I’ates of 
unemployment throughout the years of severe depression were 
recorded by the following trades (of those selected for the Table) : 
trams and buses, tobacco, laundries, flour-milling, printing, gas, 
water and electricity. The highest were for shipbuilding, steel, 
public contracting, tinplates, docks, shipping, cotton, construc- 
tional engineering, and coal-mining. 

Why the Capital Goods Industries are Most Depressed 

'File reasons for these sharp differences in the incidence of 
general dcjiressions on iudustrie.s and services of different types 
are not difficult to see. The demand for capital goods, in the sense 
of instruments of production, such as factorie-s, machinery, ships, 
and the materials used in making them, i.s rvhat is technically 
called a ‘derived’ demand: it depends on the expected demand 
for the final consumable products which these instruments of pro- 
duction or transport can be used to make or to carry about. The 
amounts which owners of capital are prepared to invest, or busi- 
ness men to borrow from them for investment, obviously depend 
on the expectations of profit which they entertain. If effective 
demand for goods and services in general is expected to expand, 
that is a reason for buying more machinery, etc., in order to be 
able to make a profit out of catering for this demandj whereas, if 
demand is expected to fall off, that is a strong reason for refraining 
from such investment. In other words, the demand for investment 
goods depends on the current capitalist views of the pro.spects of 
the markets for consumers’ goods^ for all products either are 
consumers’ goods or are destined to help directly or indirectly 
in making, consumers’ goods, or to be exchanged for them. 
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Consumption is the only end of production; and it would be mere 
folly to pile lip instruments of production in the absence of 
•expected means of disposing of their products. 

In bad times, then, the amount of ‘investment’ falls off sharply, 
because* the prospects of profitably enlarging, or even of main- 
taining,, the sales of consumers’ goods and services grow less, or 
disappear.' It may seem that, if the sums withheld from ‘invest- 
ment’ were applied instead to the buying of additional quantities 
of consumers’ goods and services, no harm would be done, and 
'the volume of production and employment would be unaffected. 
This, however, is not what actually happens: nor, if it did, would 
the effects be negligible.' The trades producing consumers’ goods 
and services could not at short notice expand tjieir output to meet 
‘this large shift in demand: nor could the ■vrorkers displaced from 
the investment industries shift over suddenly to quite different 
skills. A puddler cannot turn suddenly to making puddings, or a 
machine-maker into a maker of boots. An attempt suddenly to 
expand greatly the demand for consumers’ goods, in face of a 
sharp decline in the demand for investment goods, would in 
practice leave plant, business ability, and skilled labour derelict 
in the declining trades, and would at the same time force up costs 
of production and prices in the expanding trades, which could 
largely increase their output at short notice only at rising costs. i 
Thus, even if all the income withdrawn from investment were 
transferred promptly to consumption, serious dislocation would 
arise. 

All the income is not, however, thus transferred. The agencies 
which would have spent money on investment goods do not as 
a rule, when they reduce investment, increase consumption 
instead. If Imperial Chemical Industries decides to refrain from 
building a new factory, it does not expend the sum withheld on 
champagne for its directors; nor does it pay this money out in 
higher dividends to its shareholders— -much less in higher wages 
to its employees. It treats the money as capital, and holds it in 
reserve — or, in other words, does not spend it at all, until it thinks 
the time has come for resuming active investment in the light of 
improving market prospects. ‘Investment,’ however, will fall off, 
not merely in proportion to the expected fall in the demand for 
consumers’ goods, but much more. If the sales of consumers’ goods 

r If previously there had been considerable unused capacity in the industries 
making conSumexsqgoods* it might be possible up to a point to expand the 
output of such goods even at falling costs. But there wotud be a limit to this 
possibility, and if the reserve of unused capacity consisted mainly of inferior 
instruments of production, or if inferior labour had to be employed, cosfs 
. would tend to rise »t once. ■ , , 

" 343 


r 


fall off at all, oi’ are expected to fall off, the demand for means of 
making or transporting such goods will be likely to fall off much 
more sharply, because most manufacturers or transport under- 
takings will be able to make do with the instruments of produc- 
tion or conveyance which they already have, without- buying 
additional ones or even replacing all those which wearmut or 
become obsolete. 

Relative Demand for Producers' and Consumers’ Goods 
In the accompanying diagi-ams I have taken a series of 
imaginary examples of the e&cts of this tendency. Diagram A 


DIAGRAM A 



Relative Demand foil Consumers’ and I’RonuoERs’ Goods. 


«=Consumcrs’ Goods. 

(2) —Machineiy. • 

(First Year of Series •» 1 00) 

In this and subsequent diagrams Depreciation and Obsolescence of 
Machinery are assumed to be at a rate of lo per cent, per annum., 

r' ■ „ 

shows what would happen under conditions of perfectly smooth 
.economic progress, with consumo's’ demand growing at a com 
stant rate of five per cent, per annum, and the^depreciation and 
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I oijsolescence of madiinery also proceeding at a constant rate, ) 

I which has been taken at ten per cent, per annum. Uitder these : 

if conditions the demand for machinery, including l.ioth replace- ; 

I' inents and additional plant, would advance at the same rate as ' 

! the demand for consumers’ goods, and both types of Industry 

1 would move smoothly forward without any cliange -in their j- 

1| relative demands for labour. ^ j 

In the second diagram Ihave substituted for this smooth expan- | 

'll sioii of the demand for consumers’ goods a line which represents 1 

ifi the actual course of the output of consumei's’ goods in the United j 

I States from 1929 to 1940, covering the period of the _ world 

I economic deprcs.sion, the New Deal, and the years preceding the , 

entry of America' into the war. Diagram G shows the actual 'i 

relative movements of the production of consumei's’ goods and j 

investment goods in the United States over this period. ‘Invest- j 

ment goods’ are, of coiir.se, a much wider category than | 

‘machinery,’ including buildings and durable consumers’ goods j' 

of all sorts as w'dl as a wide I'ange of capital goods affected by | 

public demand. The New Deal, in fact, largely explains the 
recovery in the output of investment goods after the deep j 
depression of 1932-3. ' 

Diagram B shows how an imaginary manufacturer of con- | 
sumers’ goods would have reacted in his deinaml for machineiy 
to the fluctuations in the market for consumers’ goods, if he had •; 

always looked a single year ahead and had always correctly 1 

anticipated the next year’s level of demand for his products. It is ’ 

assumed here, as in all the figures, that the machinery wears out i 

or becomes olrsoletc at a constant rate of ten per cent, per annum, f 

so that, in order to maintain output capacity unchanged, it is f 

necessary to replace ten per cent, of the machines every year, | 

Thus, our mauufocturer, if he started with 100 machines in | 

Year I, when demand stood at 100, would be able to meet the A 

whole of the next year’s demand, which fell to 90, without acquir- i 

ing any machines cither for replacement or for expansion. On this i 

occasion — the unexpected opening of a crisis— I have departed I 

from the assumption of correct forecasting of demand, and have 
assumed that the manufacturer provided in Year I both for : | 
10 per cent, renewals and for an expansion of 5 per cent., leaving | 

him in Year 11 with ; 105 machine units to deal with a 'demand for , | 

only 90 units of consumers’ goods, In Yeai’ II, correctly anticipat- j 

ing a further fall in demand, he need order no machines at all; A\ 

, a.ndf even if he orders none, harwill still be left with a surplus j 

capacity (94'5, as against a demand of 85) in Year III. Even if 1 
he places do orders for machines in Year III, "the further fall in | 
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consumers’ demand will leave him with much the same surplus 
capacity (85 against 75) in Year IV5 but for Year V he correctly 
anticipates a considerable recovery of demand, and therefore 
spends on renewals his full 10 per cent, reckoned on his reduced 
equip^ght. This correct forecasting enables him to reach a 
balandQ position (85-85) in Year V. By then anticipating a 
small further revival of consumers’ demand, he not only places 



Relative Demand for Consumers’ Goods. 


oi'ders for renewals at 10 per cent, of his machine capacity, but 
oi’ders two additional machines. This leaves him still with a 
balanced position (87-87) in Year VI; but he now anticipates 
a much greater revival jn Year VII, and orders, over and above 
replacements, ten* additional machines. Anticipating yet higher 
demand in Year VIII, he folloivs the same policy in Year VII, 
ordering eleiven additional machines, as well as replacements at 
the higher figure t’equired by the increase in his total machine 
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capacity. Still expecting increased demand in Yeai’ IX, but at a 
slower rate, he maintains his full provision for renewals in 
Year VIII, but orders only six additional machines. Thereafter, 
however, he expects a serious recession in Year X; and accord- 
ingly in Year IX he neither orders additional ma, chines nor 
replaces those which wear out. His demand for mach'ji.ery falls 
suddenly to zero. The recession, however, is short-lived, and in 
Year X he anticipates a sharp revival in Year XI. He has had 
very little surplus capacity in Year X, and accordingly he makes 
haste not only to resume provision for renewals but also to order 
a large number of additional macliiiies in order to cope with the 
increased demand. The following year, anticipating a slower 
increase, he stilliordei’s additional machines as well as replace- 
ments, but not so many. What he will do in Yetir XII we cannot 
say, as we are making no assumption about consumers’ demand 
in Year XIII. 

Under the conditions here assumed, the demand for machinery 
ranges, over the eleven years, from nearly 24 to zero, or, treating 
Year I as loo, from 158 to zero, whereas consumers’ demand 
ranges only from 1 16 to 75. 

So far we have been assuming perfect foreknowledge in the 
manuFacturer of the level of next year’s demand, and a policy 
based exclusively on that knowledge. In Diagram D I make the 
alternative assumption that the manufacturer bases his demand 
for machinery on the consumers’ demaird of the current year, 
thus acting in expectation of a continuance of the existing level of 
demand. This assumption leads to still wider fluctuations in the 
demand for machinery. In three years out of twelve the manu- 
facturer orders no machines at all, whereas in Year XI he orders 
twenty-four machines. 

As either assumption is to some extent unreal, I have shown in 
Diagram E the result of averaging them. I make no pretence that 
such an averaging process has any basis in statistical theory; but 
the effect is to present a picture which probably comes somewhat 
nearer reality. Manufactm-ers act neither with full nor with no 
knowledge of future prospects: nor are they uninfluenced or 
wholly influenced by current levels of demand. On this mixed 
assumption, there is still one year in which no orders at all for 
machines are placed; and this year follows immediately upon the 
crisis. Thereafter, the demand for machines alternates between 
exceeding and falling below the demand for consumers’ goods. 
If we compare Diagram G with Diagram. E, we see that in the 
great American depression the demand for investment goods in 
general Vifas very much more sluggish durii^ the recovery than 
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the assumed demand for machinery as shown in Diagram E. The 
American crisis was of course exceptionally a crisis of business 
confidence^ notable for the immensity of the shrinkage of invest- 

/ 

DIAGRAM E 


Relative Demand FOR Consumers’ Goods. 

Diagram E shows consumers’ demand as in B, but averages the result* 
of assumptions B and C. 

ment which it involved. To a considerable extent, American 
organisers of investment in ca^tal goods went on strilce ; and only 
the New Deal eispedients prevented the demand for papit^l goods 



from remaining even lower than it was for several years after the 
initial depression. 

Modifications in Practice 

Of course, I am not suggesting that the demand for m?,,chinery 
as a whole will ever in fact follow the course shown’ u';i my 
imaginary figures. In practice, however low total consumers’ 
demand may fall, there will always be some manufacturers who 
will order machines for replacements and even some branches of 
industry which will continue to expand during a slump. In some 
cases, technique will be changing so fast that there will be a 
demand even in the worst times for the replacement of obsolete 
types. In other cases, different machines will be needed, when 
manufacturers switch over from one type of production to another 
that is less depressed. Many factors will modify in practice the 
degree of fluctuation in the demand for machines and other 
instruments of production. In the ’thirties, for example, even 
when shipowners were laying up redundant cargo ships and the 
shipyard order books were empty of commissions for ordinary 
steamers, there was a demand for oil-tankers because of the 
increasing use of oil-fuel in many branches of production and 
transport; and there was also some demand for diesel-engined 
vessels which were replacing ordinary steamers. Again, the 
stimulus given to the use of electricity by the b uilding of the Grid 
caused the demand for electrical machinery and equipment to bfc 
well sustained during the years of depre.ssion, However, a fall very 
much less catastrophic than is shown in my imaginary Figui’es 
may still be several times as large as the fall in the demand for 
consumers’ goods as a whole, and may set up very serious 
reactions on the balance of the .economic system and on employ- 
ment in the machine-making trades and districts. In the 
American example, employment in the investment industries fell 
in 193s to about a quarter of what it had been in igag, and did 
not regain the 1929 level until 1939 — and even then only under 
the stimulus of war orders from Great Britain. 

The Building Industry 

The building industry, which is also a constructional industry, 
but produces ‘dui'ablc consumers’ goods’ (houses) as well as 
‘instruments of production’ (factories, warehouses, etc.), stands 
on a somewhat different footing from the nfkchiirt;-making indus- 
tiies. The demand for houses is not only inEuenced very greatly 
by public policy, which may stimfilate it by special subsidies in 
periods of business depression, but is also liable to special 
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economic influences. As we have seen in a previous chapter, the 
‘economic rent’ at which houses can be let depends not only on 
the capital sums which they cost to build, and on the price of 
land, but also on the rates of interest which have to be paid on 
the c^tel invested in them. Thus, for a house costing ^500 to 
buildj^t'i^, charge for interest only at 5 per cent, (apart from 
grotlnd rent) will be a year, whereas at 3 per cent, it will be 
only (.0 1 5.' High rates of interest thus mean high rents, and are 
deterrent both to house-seekers and to would-be builders; whereas 
■ low rates are encouraging to both. However, house-building will 
not take place, even at low rates of interest, unless there be an 
effective demand for new houses at the rents corresponding to 
these rates; and accordingly anything that « reduces wages or 
'salaries and adversely affects the ability of would-be tenants to 
pay is strong discouragement to the building of the smaller types 
of dwellings which make up the bulk of the supply. In practice, 
for a long time up to about 1933, houses had not been built in 
sufficient numbers to prevent a fall in national standards of 
accommodation; and this shortage went right back to nearly the 
beginning of the present century. Moreover, such houses as were 
built, except when local authorities undertook the building with 
the aid of State subsidies, were mostly not for renting but for sale 
at prices beyond the means of the vast majority of wage-earners. 
From 1933 onwards, lower rates of interest carried with them a 
great expansion of house-building; but even at the lower rates few 
houses were built without subsidy for letting at rents within the 
means of the majority of workers, and most house-building was 
still directed to the provision of houses for sale with the aid of 
advances from Building Societies and other similar agencies. 
Total house-building activity, however, rose to a high level, as 
soon as it was stimulated by the fall in interest rates. The number 
of houses built by private enterprise without State aid, which had 
averaged under 70,000 a year from 1923 to 1928, was averaging 
well over 280,000 a year from 1934 to 1938. Building activity in 
recent times has fluctuated wildly under these various influences; 
and the building industry, despite the obvious and urgent need 
for its services, has suffered severely from unemployment, both 
epidemic and endemic — the product partly of changes in 
economic conditions and in public policies, and partly of defective 
organisation due largely to the repeated upsets which it has 
undergone. “ 

The accompanying Table fliustrates the very special position 
occupied by the building industry. The first four columns cover 
only housing, and'omit the two other main sections ofithe industry 
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— industrial building and repair and maintenance work; but they 
show the better the special conditions to which the industry is 
subject. Industrial building will tend naturally to follow a course 
largely determined by. the demand for investment goods in 
general, while repairs and maintenance will lluotuate l^';h with 
investment activity and with consumers’ demand. liousp^biiUding 
on the other hand depends mainly on the two factors of public 
policy and interest rates, who.se inllucncc is broadly illustrated by 
the figures showing houses built with and without aid from public 
funds. In later columns I have shown the lluctnation of total ' 
house-building activity from year to year as compared with the 
changes in the general level of industrial activity in all fields; and 
the two last columns show the high levels of unemployment in^ 
building even in the good ycai-s. Here I have given, in addition to ' 
the annual averages, the percentages for the June quarter — the 
busiest of the year and the least liable to disturbances owing to 
weather. The building industry increased its output of houses by 
68 per cent, between 1929-30 and 1936-7, but had higher unem- 
ployment rates in the later than in the earlier years. 
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CHAPTER IV 

sAuGTURAL UNEMPLOYMENT AND 
INDUSTRIAL MALADJUSTMENT 

In the preceding chapter, I gave some account of what 
happens to industry when, for any reason, a recession in economic 
activity occurs. Some industries, we saw, are affected at such 
times much more adversely than others; and unemployment 
grows much more in these industries and in g.reas largely depen- 
dent upon them than elsewhere. It does not, however, follow that 
the industries which are most affected by slumps are, even in 
slumps, those which are worst off; for side by side with the form of 
unemployment we have been studying — ^called by economists 
‘cyclical’ unemployment — there is another form — ‘structural’ 
unemployment — ^which may be even more disastrous in its social 
consequences, because it may last much longer and has no 
tendency to disappear, as ‘cyclical’ unemployment does, when 
general economic conditions improve. 

In the unemployment which devastated the capitalist world 
between the wars there were these two main elements, over and 
above what is commonly regarded as the normal ‘friction’ of the 
labour market. Some unemployment of a sort there will be, even 
in the best-regulated economic society; for there are bound to be 
intervals of idleness when workers are changing jobs, as well as 
some seasonal shortages of work and some short-term unemploy- 
ment due to changes in fashion or technique temporarily upset- 
ting the adjustment of supply and demand. Unemjiloyment of 
these kinds, however, need constitute no serious social problem 
when the general demand for labour is high. It is to be sharply 
distinguished from the two quite different types of unemployment 
which kept vast numbers out of work, not merely for a few days or 
Weeks, but for: years on end, until many of them lost their skill and 
capacity to work without fresh training or rehabilitation, and 
boys and girls in the depressed areas grew up to manhood with no 
chance of learning a trade and came to regard ‘life on the dole’ as 
a normal and natural way of existence. 

Two Kinils of Unemployment 

By ‘cyclical unemployment is meant, broadly speaking, tire 
shortage of denjpnd for labour which arises in tin|es of^eneral 
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trade depression and disappears as trade revives; wliereas ‘struc- 
t tural unemployment’ exists where total detnand is deficient even 

in times of relative prosperity, or where the available supplies of 
labour do not possess the skills and aptitudes that are wanted, or 
where the capital equipment of industry is not adapted tQi,produce 
goods and services of diflcrent sorts in the proportions yl'pVhich 
I they are demanded in home and foreign markets. 

In the first place, cyclical unemployment connotes a general 
shrinkage in the demand for labour, below what is regaixled as 
^ normal in the light of current experience; whereas structural 

unemployment connotes either a general shortage in the demand, 

I persisting in good and bad years alike, or particular shortages, 

arising from the e>i;jstence of surpluses of workers possessing par- 
ticular skills or aptitudes, or living in certain areas, or from 
shortages of particular kinds of capital equipment, usually co- 
existing with surpluses of equipment of other, unwanted kinds. 
We must now briefly consider certain special characteristics of 
. ' this second type of unemployment, arising from structural causes. 

If structural unemployment were due only to particular short- 
ages, whicli we may group together as forms of industrial 
maladjustment, it might be expected to correct itself in process of 
time, unless new maladjustments developed as fast as existing 
maladjustments were dealt with. The process might be long, and 
much sufieriiig and economic loss might occur while it was 
happetring; but gradually the redundant workers and plant 
would disappear from declining industries, workers would be 
trained for alternative types of work and ne.w entrants would 
j { seek expanding occupations, investment would shift to expanding 
: industries, and areas aftected by loss of their old employments 

' , would either find new ones or undergo a lasting fall of population. 

' I shall have something to say of these processes of reacyustment 

later in this chapter: the point here is that they would occur, 
sooner or later, if structural unemployment were solely due to 
maladjustment of labour and capital resources to consumers’ 
demands. 

Structural Unemploynmt in Its General Form 
On the other hand, if structural unemployment is due to a 
general shortage in the demand for labour, it may have no such 
tendeircy to disappear. One of the most remarkable features of 
the period between the wars was the ap^pearance, not in one 
capitalist country but in many, of ^n apparently general redund- 
ancy of labour, even in periods of business activity. This was 
attributed by some writers to the rapid-developroont of productive 
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techniques which had the effect of displacing labour by self-acting 
machinery. It was called technological unemployment. Of course, 
this displacement of labour was nothing new: it has been 
going on steadily ever since the Industrial Revolution. The older 
econonjists always argued that, although the introduction of 
labotl?=^ving machines might temporarily displace labour, the 
redtmdant workers would in the end be absorbed by the expan- 
sion of other industries, if not by tliat of the very industry from 
which they had been discarded. The new machines, it was argued, 
would cheapen goods, and would so enable more to be sold and 
more workers to be employed. On the whole, in the nineteenth 
■ century, this did happen, though there were often very serious 
and long-drawn-out sufferings, as among the^rhandloom weavers. 

But since 1918 at any rate it has signally failed to happen, in both ■ 
Great Britain and the United States and on a smaller scale 
elsewhere. 

Why has this failure occurred? I cannot go into the question 
fully at this stage; and I shall be coming back to it later. But in 
general I have no doubt it is due to a change in capitalism itself. 
Throughout the nineteenth century those countries which had 
adopted advanced capitalist techniques were continually finding 
fresh markets not only at home but also by expanding sales in the 
less advanced countries, where their machine-made wares com- 
peted with those of the native handicrafts or met new demands 
created by the traders among the native populations. This process 
of expansion of external markets was an essential factor in absorb- 
ing the increased output made possible by technical advances and 
in stimulating the capitalists of the advanced' countries to increase 
output still flirther and to take on additional labour. On the 
whole, this continued to be the position up to 1914., though the 
increasing number of countries engaged in advanced capitalist 
production intensified the struggle for markets. After 1918, the 
process of expansion was notaWy slowed down, largely because 
there were no more easy markets awaiting exploitation, but also 
because of a sharp decline in capitalist confidence in the buoyancy 
of world markets and in the security of overseas investment. In 
effect, the position was that the capacity of the backward 
countries to buy more and more goods from the more advanced ^ 
could be developed only by large investments designed to raise 
productivity in the backward areas, so as to increase their effective 
demand. But political unrest and war dislocation made such 
investments look unsafe; and ip.: addition there was often the fear 
(short-sighted, as we have, seen, but none the less natural) that , 
the result of investment in-'the backward countries would be the 

" 't. : ''.359' ■' ■ 

T-.; ' :i . 


growth in them of industries which would compete with those of 
the advanced countries and thus narrow, instead of enlarging, the 
outlets for their exports. It was not realised (or, whei'e it was 
realised, the realisation was not acted on) that the effect of a rise 
in the productivity of backward countries was bound to an 
increase in their demand for imports, though not neces§^t>‘i!y for 
imports of the same kinds as they had previously bouglit. 

The Growth of Monopoly Capitalism 

Faced with a failure of foreign markets to expand, the. capitalists 
of the advanced countries abandoned more and more their older 
practices of competition, and combined, both nationally and 
internationally, to regulate output and to share out, by means of 
cartels, what markets there were. The effect of this was that, when 
technological changes led to a displacement of labour in the 
industries organised in this way, they did not reduce their prices 
to the lowest practicable level in order to expand sales, but main- 
tained prices by offering less for sale. They failed, accordingly, to 
reabsorb the displaced labour by expanding output. Moreover, 
this policy reacted on the demand for labour in other industries, 
even where they wer6' not dominated by cartels or other forms of 
monopolyj for if the monopolists discharged workers, the effect 
was to reduce effective demand for other products [resides their 
own, so that the non-cartcllised industries had no motive for 
expanding and could not absorb the labour displaced by techno- 
logical forces. 

Thus,^ the growth of monopoly, rather than technological 
change in itself, lay at the back of the growth of structural unem- 
ployment in the form of a general shortage in the demand for 
labour ; and the growth of monopoly, made possible by the vast 
scale of investment required in many branches of modem 
industry, was intensified by the upsets, political and economic, 
due to the first World War. But, even beyond this, the develop- 
ment of monopoly practices was the outcome of a change in the 
character of capitalism in the advanced countries when, having 
become more numerous and more competitive one with another, 
they found themselves faced with a situation in which there were 
no longer easy ways of expandiirg foreign sales by invading the 
markets of the less advanced parts of the world. 

These are the factors which underlay thelncrchse after the first 
World War in structural unemployment of the kind that arises 
When, even in good years, the total d^and for labour falls short 
of the sv-pply>lt can be broadly stated- Wiat the effect of monopoly 
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is always to keep production well below what it would be technic- 
ally possible to produce at a profit, and much below what could 
be produced if the only limits to production were set by technical 
and human factors. Monopoly is essentially an instrument for 
restricj^ng supply by maintaining prices, or in order to maintain 
price^''apd therewith profits. The more monopolistic capitalism 
becomes, the more are deficiencies in the demand for labour 
bound to appear because prices are held at, levels inconsistent 
with the expansion of demand, or supplies are directly restricted, 

• in order to maintain prices. Under such conditions, technological 
development is bound to involve increasing unemployment. 

. Structural Unemployment in Its Particular FormS 

We may now turn our attention to the second type of structural 
unemployment, which arises where the structure of industry, 
including that of the labour force, is ill-adapted to meet the 
demands which are made upon it, or would be made if it were 
better able to meet them. Consumers want, not simply supplies 
of undifferentiated goods and services, but goods and services of 
particular kinds. This applies both to honje consumers and to 
foreign customers of the export trades.' Every spender of an 
income applies his buying power to a number of different pur- 
chases, spending so much on one thing and so much on another, 
until he has either bought all he wants or come to the end of 
what he is able or prepared to spend. Unless he is very rich, he 
is always left in the position that if he were richer he would spend 
more— in other words, he has certain unsatisfied wants, either for 
more of things of which he has acquired some already, or for 
some of things of which he has none. The point at which he just 
leaves off buying is called his ‘margin’ of demand, and the pur- 
chases which he just does not make are said to lie just beyond the 
‘margin.’ If his income rose by, say, lo per cent., he would buy 
more goods and services, and the ‘margin’ would be pushed 
further away, though it would still exist. 

I have taken the example of a single spender; but the same 
principle holds good for the ‘market’ as a whole. If the national 
income were increased by lo per cent., demand for most kinds of 
goods and sei'vices would rise, but the demand for different things 
would rise in greatly different proportions. These proportions 
would depend in par? on the way in which the rise in incomes 
was distributed between incoige groups and classes, and in part 
on the varying intensities .lOf consumers’ demands for more of 
different kinds oftthingis. ' S * * , 


The Demand for Imports 

If it could be said that a certain increase in total incoine, 
distributed in a certain way, would cause demand to expand in 
such amounts and directions that it could just be met by the full 
use of the existing labour and resources of production, the 
problem of securing ‘Ml employment’ would be simply TSiat of 
bringing about the appropriate expansion in incomes and of dis- 
tributing the increase aright. But in practice the structure of the 
economic system in times of depression never is pcjrfectly adapted 
to meeting the demands wliich will arise if incomes are expanded, ' 
no matter what disti-ibution of them may be achieved. This is 
partly because, when industry is normaliy adjusted to producing 
largely for export* and many necessary goods are normally 
imported in exchango, increased incomes will tend to enlarge the 
demand for imports rather than for home products, and con- 
sumers will not wish to buy much more of the types of goods that 
have been mainly exported in the past. There may accordingly 
be considerable unused capacity in the export trades which it is 
difficult to use for increasing the supply of goods to the home 
consumer. Or, to put the matter in a diiferent way, a decline in 
the demand for expprts may leave resources, including workers, 
idle in the export tfades, even though there may be a brisk 
demand for labour and plant to make goods of quite different 
kinds. A change in home demand, from whatever cause arising, 
can of course have precisely the same effi'ct: I stress export 
demand only because it is as a rule nrore uuccrtaiit and liable to 
more sudden and irrational fluctuations. 

Maladjustment 

If either {a) the demand fojf certain kinds of exports falls off, 
■or (i) home demand changes, so as to ask for less of certain kinds 
■of goods, labour and capital are liable to be left high and dry in 
the industries directly or indirectly alfectedi If the fall in demand 
is expected to be permanent, obviously the right course is to limit 
the inflow of further capital and labour into the industries con- 
cerned, and if necessary to organise an actual transfer of resources 
out of them into other industries in which there is an expanding 
demand. It may, however’, be impracticable to apply the existing 
machinery or buildings, or much of them, to other uses, and diffi- 
cult to retrain the older workers for new jobs. Moreover, it will 
usually not do simply to stop new capital or worltei's from entering 
the industry; for the best chance checking;* further decline in 
■demand, or even of promoting a recovery, may be to spend money 
cn making , die industry more efficient with new capital goods, 
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and a supply of young new entrants may be absolutely necessary 
to keep it going efficiently, even on a reduced scale. There may, 
then, be an intractable problem of redundant ageing machinery 
and of surplus older workers, even while new capital and labour 
are bemg brought in. Each industry'Vhich finds itself in such a 
prediciilSient needs an orderly plan for scaling it down, and where 
possible for arresting its decline by improving its efficiency; and 
such plans may have to include arrangements for the retraining 
of surplus labour. 

The Difficulties of Migration 

They may also have to provide for the introduction of alter- 
native industries in the areas in which the declining industries were 
chiefly located. It is usually even more difficult 40 move large bodies 
of workers from one town to another than to shift therh from one 
job to another in the same town. When a declining industry has 
a high ‘location factor’ in a particular area, the effects of its 
decline may be disastrous on the entire neighbourhood, and ruin 
may Spread through the whole range of local ‘service’ industries 
which have depended on the consuming power of those employed 
in the main industry of the area. Shopkeepers may be ruined; 
houses may be left derelict; local power, water and transport 
services may lose much of their value; the local builders may 
have to discharge their wm-kers; a number of the local shops and 
the local hotel may have to close their doors. It may therefore be 
of prime importance to save an area from decaying when its 
principal industry declines; and this can be done only by seeming 
the establishment of new industries and training the local labour 
to work in them. This, of course, implies the direction of new 
capital investment into the area,* which may require special 
measures, if the place has got a bad name for being depressed, or 
seems to have no special suitability for any alternative industry. 

We have been speaking of cases in which the decline of an 
industry is expected to be permanent. There are, however, 
instances in which it is regarded as likely to be only temporary—^ 
for example, when depression abroad leads to a fall in the sales 
of exports but is not expected to lead to a permanent loss ^of 
markets. In face of such a falling off, it would be obviously unwise 
to scale down an industry, or to check recruitment into it, in such 
a manner as to put obstacles in the way of its recovery, If its 
resources, or a paft qf tliem, can be used for alternative forms of 
production for the time being, ^ much the better. If riot, it may 
be necessary to leave some of them temporarily unused — ^and 
some labour unemployed-^tmless it is thought better to* keep 
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them fully at work and give the products away to those who need 
them but cannot afford to buy them. The United States, in the 
’thirties, set up a Surplus Stocks Disposal Corporation under 
public auspices for getting rid of goods which it seemed necessary 
to produce, but which could not be marketed through the 
ordinary conrmercial channels. , 

Of course, even in lace of a fall in markets which is expected 
to be temporary, it is always possible to move .some of the surplus 
resources to other uses. Some machinery is adaptable to alter- 
native forms of production: some labour can be shifted to other 
jobs without losing previous skill, or even to other areas without 
breaking up homes or leaving an undue proportion of elderly 
people in the area which is short of jobs. Some working capital 
can be released from the affected trades and transferred else- 
where. If the factors of production, including labour, were 
entirely rigid, it would be indeed a poor look-out. It is, however, 
evidently undesirable to go to the same lengths to shift resources 
in face of a temporary depression and of one which is exioected 
lastingly to affect the industiy concerned. 

Structural Maladjustment after iqi8 

Great Britain came out of the first World War with an industrial 
structure seriously maladjusted. The steel, engineering, ship- 
building, and other industries directly connected with war pro- 
duction had increased their capacity, in some cases very greatly; 
whereas in many of the industries producing for ordinary con- 
sumers’ demand plant had been allowed to become obsolete. 
The building industry, already depleted before the war, had lost 
most of its working force, whereas the coal-mines had received a 
large accession of new workers. The cotton industry had been 
scaled down, and had acquired practically no new plant since 
1914. When war ended, there was an acute shortage of almost 
everything, except surplus war supplies; but when the short-lived 
post-war boom receded, it could be seen that in many industries 
the supplies of labour and equipinent were out of adjustment to 
the demand. The iron and steel trades, heavy engineering, and 
shipbuilding underwent drastic contraction, and acute unemploy- 
ment appeared in the areas dependent on them. The cotton 
industry, despite its wartime contractiem, was found to have 
emerged with a labour force and a machinc-ffapacity largely in 
_ excess of the reduced demands ofifhe woidd market; for there had 
been a rapid growth of cotton manufactures both in the Far East 
and in, |he''United States. Goal-miriing undeinvent a prodigious 
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slump as exports and home demand fell off together. The building 
industry, having rapidly increased its labour force to cope with 
the acute shortage of houses, found itself smitten by the failure of 
demand when the State cut off subsidies in the slump, but 
i-ecovered and began to expand again when the subsidies were 
renewfi'd, after an interval, in 1923 and 1924. By 1924, as we have 
seen, the post-war slump in a strict sense was over, and production 
generally was swinging ahead. It then became possible to measure 
the extent of the structural maladjustment by taking account of 
the position in those industries in which unemployment remained 
high despite the general recovery. It could be seen, as soon as the 
temporary rise in demand due to the French occupation of the 
Ruhr was at an end, that there was a serious redundancy in coal, 
‘and an even worse one in shipbuilding. Thfs cotton industry too 
had a large sm'plus, and there were bad patches in other branches 
of textile production and in engineering. These black spots of 
unemployment were marked out not merely by the numbers 
involved, but by the protracted periods over which unemploy- 
ment lasted. In the years after 1924 — indeed, right up to 1939 — 
there were many thousands of workers in the depressed industries 
and areas who were out of work year after year, and could neither 
be got back to employment in their old occupations nor trans- 
ferred to others. Indeed, there were not a , few who in effect had 
no trades, having grown up to regard unemployment as their 
normal way of existence. 

Gradually, these maladjusted industries underwent contrac- 
tion. GapitaMnvestment in them fell off, in some cases almost to 
nothing. Indeed, it fell off too much, so that little was doire to 
keep their technical equipment up to date, and inefficiency 
accentuated their decline. In some areas, young workers con- 
tinued to enter them, because there were no other local industries 
to which they could go; but there was a drift of the younger 
workers, aided by the State policy of ‘labour transference,’ out of 
the distressed areas — a diift which would have been much more 
rapid if there had been more openings for employment elsewhere. 
Even so, in both coal and cotton, the decline in the entry of new 
workers to the skilled trades was in the end great enough to arouse 
fears of a coming shortage of skilled workers— fears Which were 
realised in coal-mining when war put a fresh strain on the 
industry. Readjustment did slowly take place; but it would be 
diffrcult to imagine wSrse ways of bringing it about than those 
which were actually followed. For what happened was that each 
business, in its struggle to avoid extinction, staggered along for as 
long as it could, preventing any attempt at orderly reorganisation. 



Businesses with high costs, based on obsolete plant, tried to under- 
sell businesses with much lower costs, in a desperate scramble for 
orders. Workers clung on to underemployment, sharing out the 
scanty supply of jobs. New capital could not be raised, because 
there was too much old capital still in the field, and .-no one 
wanted to put money into industries in which cut-thro^' com- 
petition was the vogue. Presently, in one case after another, the 
stronger firms, aided by the banks, forced through some sort of 
reorganisation; but the result was usually the creation of a 
monopolistic combine set on making goods scarce and dear, and 
saddled with costs increased by the sums paid in buying up com- 
petitive firms in order to put them out of business and scrap their 
‘redundant’ plant<>,Even to the end, some industries resisted any 
thorough reorganisation. The cotton industry was still in the first' 
stages of its reorganisation plan when war broke out in 1939: the 
coal industry had not accepted the need for reoi'ganisation even 
then. And this was after Ae second great inter-war slump — of 
1931 and the following years— had administered a further shatter- 
ing blow to these already maladjusted industries. 

It has been proved, as fully as anything can be proved by 
experience, that the process of readjusting maladjusted industries 
by the methods of private enterprise, even with the State standing 
ready to second the endeavours of the business world, is dis- 
astrously slow-acting and inefficient. Its slowness and inefficiency 
have been responsible between the wars for a vast amount of 
avoidable human misery and destitution. They have suffered the 
lingering decay of whole regions once prosperous and productive 
— South Wales, the Lancashire textile towns, the great shipyard 
centres, steel areas in Cumberland and on the North-East Coast. 
We must not go back to that kind of pitiful experience after 
this war. 

All through the period between the slump which followed the 
last war and the beginning of the second World War in 1939 the 
sti'ucturally maladjusted industries were gradually losing labour, 
Between 1934 and 1937 the numbers of insured workers fell in 
coal-mining by 392,000, or 23 per cent., in the cotton industry 
hy 154)000, or 27 per cent., and in shipbuilding by 82,000, or 
32 per cent. But even these reductions, though they brought 
unemployrnent rates a long way down below the swollen figures 
of the earlier years, still left unemployment in these and otlier 
industries at a level well above the general aydfage of all trades, 
1937) generally taken as the ‘prosperous’ pre-war year, when 
‘the average level of unemployment in all industries was io*6 
per cent., the rate still stood at 23‘8 in shipbuilding, at 14*7 in 
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coal-mining, and at ly-o in textile bleaching and dyeing. In the 
spinning and weaving sections of the cotton industry, indeed, the 
rate had fallen to 1 1 *5 per cent., Lancashire having been excep- 
tionally successful in attracting other trades capable of absorbing 
femaledabour. For men only, the rate among cotton workers was 
appreciably higher, at 82 • I per cent. 

Other industries which had lost labour to a considerable extent 
between 1924 and 1937 included the iron and steel trades, which 
had contracted by nearly 40,000 or 16 per cent., the woollen and 
worsted trades, which wer'e down by 38,000, or 14 per cent., and 
the jute industry, which had fallen by 11,000, or 17 per cent. 
There had also been a fall of 29,000, or 1 7 per cent.— -drfe partly 
to attempts at decasualisation — in the number's seeking work at 
'the docks. ■» 

The extent of structural maladjustment can be measured still 
better by comparing the percentages of the insured population 
unemployed in 1937 in different regions. At that date the rate of 
unemployment had fallen to about 6 per cent, in the more pros- 
perous parts of Great Britain — ^that is, in the East and West 
Midlands and in the South-East. It was 7 per cent, in the South- 
west, and 8 per cent, in London. As against this, it was still over 
24 per cent, in Wales, 19 per cent, in the Northern Region, 
15 per cent, in Scotland, and 13 per cent, in the North-West. 

Thus, twenty years after the end of the first World War, the 
structural maladjustments which it had left behind had still by 
no means been corrected. They had been mitigated, to the extent 
that many workers had drifted away from the affected industries 
and areas; but the difference in prosperity and employment 
between the areas which had been hard hit and the rest of the 
country remained, and in most cases the affected industries were 
still in a bad way, even after the long process of scaling down. 

Maladjustment after the Second World War 

What further legacies of maladjustment will the second World 
War prove to have left behind? There has been, of com’se, the 
same agglomeration of labour in the industries making munitions 
of war; and there has been the same problem of rapid demobilisa- 
tion of these industries — shell-filling and work on explosives, 
aeroplane manufacture, and so on. There is not, however, the 
same need for a drastic reduction in steel-making capacity. Steel 
production in Grfiat Britain was at about the same level in 1945 
as in 1939, and, thphgh this wgs 1,750,000 tons higher than the 
average output of 1935-8*, the increase was secured hj fuller use' 
of pre-war plant cather than by new construction. Most *of the 
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additional steel needed for the war effort was imported, and not 
produced at home. Nor, as we have cause to know, did the coal 
industry increase either its capacity or its effective working force. 
The output of cotton yarn fell to three-fifths of the very low 
average output of 1935-8. Outside the trades directly making 
munitions of war, including aeroplanes,' the greatest expansion of 
capacity took place in the machine-tool industry, which is a 
branch of general engineering; and in this case there has been 
a great revolution in technique, enforced by the necessity of 
using a much higher proportion of unskilled labour. Ihc existence 
of this increased capacity will obviously facilitate the rapid re- 
equipment of a wide range of civilian industries which need new 
machinery, and is^also serving as a very useful basis for the 
development of expoi'ts to countiies needing rehabilitation or 
setting out on projects of industrialisation. How much scaling 
down will be required will depend on the pace at which indus- 
trial development proceeds -in the economically backward 
countries; and it will greatly help us both in balancing our inter- 
national accounts and iir easing the home transition from war to 
peace if the overseas demaird for machine tools is brisk and 
well-sustained. 

The re-sorting of the labour force following upon the end of 
the war has two main aspects, which cannot however be com- 
pletely distinguished. These are, first, the demobilisation of the 
armed forces, the civil defence services, and the war industries, 
and secondly, the readjustment of the country’s employment 
capacity to fit in with post-war needs. In mid- 1944, out of a total 
male population (aged 14 to 64) of 15,910,000, the broad dis- 
tribution was as follows; 4J millions in the armed forces (exclud- 
ing prisoners and missing), a quarter of a million in civil defence, 
3 J millions in the war industries, nearly a million in agriculture, 
well over 3 millions in other basic industries and services, includ- 
ing 800,000 in mining and over a million in transport, under 
3 millions in all other industries and services, and about a million 
retired, at school or college, unoccupied, or unemployed. As com- 
pared with 1939, there were 600,000 more males in the war 
industries (metals, engineering, shipbuilding, chemicals, etc.), 
about 100,000 fewer on the land, 66,000 fewer in the mines, 
65,000 fewer m the public utility services, 184,000 fewer in trans- 
port and fisheries, 122,000 fewer in the food, drink and tobacco 
trades, and about 94,000 fewer in the national find local govern- 
ment serviep combined. These^are all basic industries and 
services, which had lost relatively little labour. Qf 'the industries 
and sorvicesi less essential for war purposes, huilding had lo,st 
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694.000 male workers, textiles and clothing 253,000, other manu- 
factures (including boots), 506,000, distribution g 16,000, and 
other services, including general clerical work, 529,000. 

Ou the face of the matter, if everything were to return to the 
position.it had in 1939, there woxild have been 4-, 780,000 males 
to return from the armed forces, civil defence, and the war indus- 
tries to other occupations or to , unemployment. Of these, 

3.527.000 would have been absorbed in occupations which had 
lost labour, and 1,253,000 would have failed, or would not have 
wanted, to find jobs, either as employees or in any other capacity. 

Over 1,500,000 would have gone back to distributive or com- 
mercial work, or to the public services, 694,000 would have gone 
back to building or civil engineei'ing, and the remainder would 
have been distributed among a wide range qf occupations. 

All this, however, is on the assumption that there would be no 
change, as a consequence of war conditions, in the employment 
of women. If everything were to go back in their case to where it 
was, there would have been 1,868,000 women to be discharged 
from the services and the war industries, and a further 882,000 
from other occupations, making 2,750,000 in all.^ But there 
would have been only 400,000 jobs available for them outside 
domestic service. There would thus have been 2,350,000 to spare, 
for domestic work or for none, as compared with an unemployed 
roll of about 300,000 women in 1939. In fact, the number of 
unoccupied women and domestic servants together (aged 14 
to 59) had fallen in 194.4 t>y about 2,420,000. The change in the 
number of domestic servants during the war is unknown;^ but 
obviously it accounted for a large part of the increase in other 
forms of women’s employment, the rest being mainly due to the 
employment of married women, and only a small part to that of 
single women who would have been unoccupied but for the war. 

The addition to the number of women likely, as post-war con- 
ditions settle down, to be seeking jobs in occupations other than 
domestic service therefore depends mainly on what happens to 
domestic service and on the extent to which married women 
seek to continue in employment. 

Would a return to the pre-war distribution of workers by 
occupations have been likely to turn out badly wrong in relation 
to post-war needs? In at least one industry, it would obviously 
have fallen much below what is required. Building and civil 
» *' ■ 

1 Part-time war ‘workers have been counted each as half a full-time worker 
) in these calculations. . <%■ 

1 ® There were 1,554,000 indoor domestic servants at the Oensus of 1931 — ' , 

1 the latest available figure. . ‘ 1 , », 
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engineering not merely need bade the 694,000 men they lost, but 
call for a substantial addition to their pre-war working force of 

1.294.000, They certainly need together as many as 1,750,000, 
and pei'haps more;i and they need mainly men, and are not in 
a position to substitute women to any appreciable extent. On the 
other hand, the distributive trades will obviously have to do with 
many fewer men than the i, 888, 000 they employed in 1939, and 
can substitute women to a very large extent j and there can also 
be a considerable substitution of women for men in commercial 
occupations, and in the services of local and national govei’nment. 
I do not here include the large number of women teachers who 
will obviously be needed as fast as they can be trained, as they 
will be not substi,tutes for men, but additional I’ccruits to the 
teaching profession. _ 

Pre-war Trends and Their Goniinmnee 

The pre-war trends in occupational distribution were strongly 
towards higher numbers of workers in the distributive trades, in 
road transport, in hotels and restaurants, in laundiies and m the 
entertainment services. These groups between them attracted 
1,130,000 additional insured workers between 1924 and 1937, 
and of this number 709,000, not including small shopkeepers, 
went into the distributive trades alone. Building attracted another 

314.000, and the electrical trades 174,000. Motor manufacture 
attracted 148,000 and the minor metal trades over 90,000. As 
against this, the insured workers in coal-mining declined by 

392.000, in cotton by 154,000, and in shipbuilding and marine 
engineering by 94,000. In all manufacturing industries, taken 
together, the increase in the number of insured workers was only 

540.000, or less than half the increase in the group of service 
occupations mentioned above. There was, in effect, a marked 
shift away from the basic and export industries towards the 
services and building. 

Will these tendencies continue? The increase in building and 
civil engineering certainly will; but the prospects in the dis- 
tributive trades are much less certain. There is obviously room, 
even if small shopkeepers remain in undiminished numbers, for 
much economy of man-power in distribution, at both wholesale 
and retaiTstages; and it seems likely that its growth will be at 
any rate considerably slowed down. It had in fact been slowing 
down for some time before the war. On the* other hand, the 
growth of the electrical trades, of motor manufacture, of the light 
metal trades, and of road transport will almost certainly continue; 
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and so probably will that of the hotel and restaurant and enter- 
tainment trades. If all these increasing occupations had gone on 
growing for the past seven years at the average rate of 1984-37, 
they would already have absorbed nearly a million and a half 
additional workers. Even without the distributive trades, they 
would have absorbed more than 900,000. 

Seen in the light of these figures, the sheer lahour problems of 
redistributing the population so as to correct structural anomalies 
do not look too formidable. There should be no great difficulty in. 
finding and where necessary training the right numbers of workers 
for the jobs that will be needed — provided that the jobs are there 
for them, and in the right places. The fundamental difficulties in 
the way of structural readjustment are not, save in a few special 
cases such as the building crafts, those of occupational skill. They 
are rather the difficulties of right geographical distribution of the 
openings for employment and of provision of adequate, up-to-date 
machine equipment and other instruments of production and of 
efficient business organisation. It is necessary both to bring about 
an adequate expansion of the facilities for employment in the 
industries and services for which there is an expansible demand, 
I’ and to secure that the openings shall be rightly distributed in 

relation to the numbers and qualities of the persons seeking work. 

The Location of Industry 

It may be thought that, for a period after the return of peace, 
population will be particularly fluid and I’eady to go anywhere in 
pursuit of an eligible job. But this is not the case. In the first place, 
there is the acute shortage of houses, w'hich compels people to 
settle, or to stay, where they can find accommodation. Even if 
house-building is taken' in hand very actively, this shortage will 
be bound to persist for a considerable time. Secondly, workers are 
not single, detachable units, who can be dispatched quite simply 
wherever they are asked for. We learnt to recognise this fact in 
wartime, even when we expected people to put up with the 
separation of families and the life of grossly overcrowded lodgings. 
In time of peace, it is not possible to ‘direct* workers against their 
wills, or to ignore their discomforts to the same extent— the more 
sq because they are heartily sick of separation from homes and 
friends arid strongly resentful of any policies which seem to them 
to threaten further upsets. It is therefore necessary to secure that, 
as far as possible, each place offers iatorced ojfenings for employ- 
ment, with the right proportion.^ of jobs for men and women, for 
workers of different ages, and for woi’kers of different degrees of 
skill and different kinds of dexterity— all, of course, in relation to 
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the industrial ti’aditions or war-acquired habits of each local 
population. Unless this is done, the right theoretical distribution 
of occupational openings for employment over the country as a 
whole may work out quite wrong in practice. This involves public 
control over the location of industry, in order to bring about the 
right balance of employment in each place. 

The other factor is that of equipment. This is, of course, the 
same as the problem of ‘investment’ which has been discussed in 
a previous chapter. In relation to the question of structural mal- 
adjustment, what it involves is a deliberate plan of industrial 
reorganisation, based on thinking out the right size - for each 
industry in relation to post-war markets, the right scales and 
methods of production in accordance with the most up-to-date 
techniques, and the right distribution of pjjmts in relation to 
sources of materials and access to markets as well as to labour. 
It involves scaling down deliberately those industries which need 
scaling down, in such a way as to put out of use the least eligible 
plants, with all the factors of eligibility taken into account, and 
not those plants which — perhaps for reasons quite unconnected 
with their productive efficiency — can be most easily driven into 
bankruptcy or bought up and demolished by their competitors. 
It involves expanding to the optimum the industries which need 
expanding, because consumers want their products, and not 
allowing monopolists to restrict development where they see 
prospects of higher profits from keeping things scarce and dear. 
In effect, it involves comprehensive economic planning, with the 
welfare of the consumers and producers as the linked ends in view. 

jThe problem of structural adjustment includes, then, not only 
the putting in order — including, where necessary, the orderly con- 
traction — of industries which were out of adjustment in 1939, or 
may be so now that the war is over, but also the planning of the 
development of openings for employment so as to ensure both 
sufficiency in the aggregate and right distribution in accordance 
with local needs and resources. I 

The Need for Planning 

This problem, as we have seen already, is bound up with that 
of town and country planning, though such planning is commonly 
thought of mainly as a matter of architectural design, of zoning 
and density of dwellings to the acre, of green belts and open 
spaces, and of the’use m land. It is all these thingsj but where is 
the sense of trying to plan me:^’s living room without planning 
also for their means of life? Most people live in places because ■ 
they have, or expset to find, jobs in them, or near by; anej^town 





design should consist fully as much of planning the employments 
of the people as their amenities. How can the architect town 
planner tell what sort of town to plan until he knows what its 
industries are to be? No doubt, in dealing with the problems of 
replanning an existing town he can take its existing industries for 
granted; but to do so will very likely cause him to plan wrongly, 
especially if these industries are decaying, or are lopsided in 
respect of the employment they oifer. New towns ought obviously 
to be planned, as the Russians have planned theirs, industries and 
all; but the need exists hardly less in many old towns, which 
cannot be planned for good living unless they are planned for 
work as well. 

It is a tragic gap in our provisions for reconstruction that there 
is still no effective ;^ct]ivcr in the hands of the State or of any public 
body to plan industrial developmeirt as a whole. It is an absurdity 
that we have a new Ministry of Town and Country Planning that 
lacks the smallest influence over the location of any industry, and 
that the Board of Trade, which is responsible, as far as any public 
department is responsible, for considei'ing questions of industrial 
location, acts separately fi'om the Ministry of Town and Countiy 
Planning, and has in any case little power to act except in the 
specially scheduled depressed areas. What we are in danger of 
allowing to happen, unless we put this right, is that, even when 
and if the urgent problems of industrial reorganisation are taken 
in hand, each industry will be treated separately and dealt with 
on lines which disregard its place in an orderly system of local and 
regional planning. The structural maladjustments of the indus« 
trial system can be set right only by considering the problems of 
industries and areas together, and by marking and executing plans 
which will secure a right balance not only between tire various 
branches of production and service, but also between area and 
area, Moreover, this applies to the prosperous just as much as to 
the depressed areas; and that is why the Industrial Development 
Act of 19451 cannot be regarded as in any way solving the 
problem. 

What I have tried to show in this chapter is that structural 
unemployment mdses not only out of a wrong proportion of capital 
equipment applicable to different forms of production, or a wrong 
balance in the trairiing of the labour force, but also, fully as much, 
from bad local adjustment of the means of employment to the 
size and composition of the local populafion. i^et me repeat, in 
conclusion, that it is usually easier for people to take to new jobs 
-than to shift their place of residence into a new neighbourhood, 
.= ^ See p. easff. * 


and that, even where geographical shifts are practicable, they 
often involve grave human losses, by breaking up local com- 
munities and by removing from centres which are allowed to 
decline the younger and more vigorous workers, leaving an undue 
proportion of the old, the weakly, and the lethargic behind. The 
problem of structural unemployment is, above all else, a problem 
of right planning of the location of industry. 


CHAPTER V 


WHAT THE STATE GAN DO 

We HAVE NOW GIVEN AN objective account of two main 
kinds of unemployment which beset die British people, as well as 
the peoples of other capitalist countries, between the wars; and in 
our account of structui’al unemployment due to maladjustment we 
have been led on to consider to some extent why things go wrong, 
and not merely how. On the other hand,_our account of cyclical 
unemployment was deliberately made mainly factual, and did not 
extend to any discussion at all of the reasons why booms and 
slumps occur. We saw that, 'if and when a slump does occur, we 
may expect its incidence to be most severe on those industries 
which either make capital goods, or produce largely for export, 
or do both,-) and we know from observation of past fluctuations 
that the decline in exports often, if not always, precedes a really 
serious fall in production for the home market. As far as the 
industries which malce capital goods are concerned, this is 
pi’obably accounted for, at any rate in part, by the fact that 
orders for such goods are usually placed further ahead and take 
longer to execute than other orders, so that a longer period 
elapses before production and employment (as distinct from 
advance order books) show the full effect of a turn in economic 
affairs. 

These considerations, however, leave us as far off as ever from 
kn explanation of fhe reasons why slumps occur at all, or why! 
even in relatively good years the demand for laboui’ is still Ics/ 
than the supply .jin a world of rising population and of continuous 
technical progress in one field or another, the natural tiling would 
seem to be a sustained expansion of output; and we are left asking 
why slumps occur, and why demand falls short! just as much in 
the dark as we were when we set out on our preliminary explora- 
tion of the facts. 

Now, it is c(uite possible to put this vexing question aside as 
practically unimportant. If we know what happens in periods of 
depressi^^n, we may, even without: knowing' why it happens, be ; 
able to take some action to prevent it- Eor eJtample, if we know 
that depression is lilcely to be peculiarly severe in the construc- 
tional industries, we’ can take steps to givejthese industries a 
stinsilant “Whenever they show signs of flagging, either by the 
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institution of 'public works’ under the auspices of the State or of 
I other public bodies, or by subsidies or inducements to business 
I men with the object of increasing the volume of ‘investment,’ or 
I by State investment in privately-owned industries, or by any 
I other available means. If, by any method, we succeed in keeping ; 

total investment in capital goods as high as we want it, this ' 
I ' should suffice to check the main tendencies towards decline in the ( 
demand for capital goods; for it will serve to sustain the purchas-|‘ 
i ing power of the isroducers of capital goods who would otherwise 
I have been thrown out of woril. No doubt, this may be less easy 
• than it sounds; for if private capitalists are very unwilling to invest 

1; in capital goods — as they were in the United States in the days 
! of the New Deal— the State may have to spends or subsidise, or 
somehow stimulate very extensively in order to produce the 
S ' required result. But it seems as if a willingness to go far enough 
with the process would be certain to secure the desired effect. 

J Alternatively, the State can endeavour to affect the demand for 
I capital goods, not directly, but indirectly by stimulating the 
i;.' market for consumers’ goods. If the demand for consumers’ goods^ 
i' -. can be kept from sagging, the factors which bring about an 
^ aggravated fall in the demand for capital goods will not come 
I into play; for business men will order enough capital goods to 
[ make it possible for them to supply the consumers’ market with 
I all the goods it seems ready to take. Either course, however, comes 
L up against certain difficulties connected with the special position of 
? the export trades. If the markets for exports have seriously fallen 
; off, as they usually have in a genei'al depression, the power to 
buy imports is impaired — ^for imports are i normally paid for 
with the proceeds of export trade, or at least these proceeds form 
a large part of the means of paying foi*them. Now, the easiest way 
of reducing the demand for imports within the restricted limits set 
i by the fall of exports is to make the consumers so poor that their 
i' ability to buy irnported commodities falls off. This is the old, 

I classical way of meeting a depression — ^by accepting it as an ‘act :, 
I of God’ and cutting down home purchasing power in order to 
I make- the international accounts balance. This, however, is . 
I exactly the outcome which we are setting out to avoid; for this 
I process of impoverishment means in practice the throwing of 
I large numbers of workers out of employment without any attempt 
I to find them work at a liyng wage. ' , ^ 

m^Imporfs and the Balance of Payment^ 

m If the State, by stimulating the production of either capital 
1^ goods or consumers* goods, or of both, sustains the purchasing 
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power of the consumers—who receive incomes for producing 
these things— demand is bound to be higher than it would other- 
wise be, and to include a sustained demand for imports/ If, owing 
to depression in other countries^ the demand for exports remains 
low despite the favourable effects of the maintenance of the import 
market of the country which is following a policy of high employ- 
ment, there is bound to appear an adverse balance in that 
country’s international accounts. Where the country in question 
has plenty of gold, or possesses foreign capital assets some of which 
it can sell off in ordet to meet the deficit, it can easily stand such 
an adverse balance even for a succession of years. Where it has no 
such resources to fall back upon, or not enough of them, it must 
find some other country willing and able to make it loans, or, if it 
cannot, must restnet its own imports, whether it will or no, within 
its reduced capacity to pay in foreign moneY- 

Such restriction of imports has, of course, inevitably a depress- 
ing effect on other countries. It tends to make the wordd economic 
situation worse. But it may be unavoidable, and it is a mistake to 
suppose that it acts more adversely on the world situation than 
the traditional alternative policy, of cutting down home incomes 
and employment in order to reduce the demand for imports. The 
two alternative policies, in effect, act on the world situation in 
(Precisely the same way. Either depresses other countries, by 
restricting the markets for their exports, The method of limiting 
imports, without reducing home purchasing power, has, however, 
all the balance of advantage in its favour; for it means that the 
home producers and consumer’s, instead of being thrown out of 
, work and forced to reduce their consumption, continue to earn 
|i wages and are free to spend them without resti’iction on such 
‘supplies as are available. Imported supplies will be short, and it 
may well be necessary to control their prices, or even to ensure 
some order of priorities in the distribution of them; but there will 
be no limit to home-pi’oduced supplies, save to the extent to which 
they require imported materials, or are limited by the shortage of 
home labour or other means ofproduction. In effect, this mediod 
will bring about, instead of a fall in total production and con- 
sumption, a diversion of home productive effort to producing 
for home demand, and of home consmnption towards home- 
produced goods and semces. / 

Such diversion is not without difficulties. Some goods, such as , 
cheap cotton goods, which are made largelf for export, are not 
much wanted in the home mgtrket; nor can the machinery and ' 
the skilled laboru normally used in maldng them be easily turned 
ovear to making goods which the home consumers do want. Home^ 
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industry will need to undergo considerable adaptation if it is to 
produce less for export and more for the home market,* and the 
change-over is bound to talce time. Indeed, in some respects it 
cannot be made in order to meet a merely temporary emergency. 
If the structure of industry is Once altered so as to adapt it to the 
needs of the home market under conditions of restricted importa- 
tion, it will not be possible to change it back again suddenly when 
the emergency is at an end. Changes once made will have a 
tendency to ‘stick’; and, under private enterprise, the owners of 
the capital embarked in the new forms of capital goods will 
demand continued protection for their investments — or, quite 
probably, will refuse to embark capital in new ventures until they 
have been given what they regard as adequate guarantees. Thus, } 
measures designed to protect home employmeat and standards of’ 
consumption during a depression are apt to turn into instruments ; 
for protecting uneconomic conditions of home production when ; 
the depression is over. 

If a depression in world markets is expected to be relatively 
short, it may not be worth while to attempt any considerable 
turnover of home effort to alternative forms of production which 
require expensive new equipment. It may be preferable to make 
the best of the productive equipment that is available, and to use 
it for making goods which are less keenly demanded than those 
which could be made with new equipment and retraining of 
workers for alternative jobs. To the extent to which this has to be 
done, consumers will not get what they would like best; but they 
will get a nearer approach to what they like than they would if 
depression were forced on the home market by the traditional 
forms of pressure. Most of us could do with more clothes, even if 
we should prefer to see more American films or smoke more 
cigarettes made of American tobacco. It is much better to have 
a larger supply of some things than to be made to go short 
all round. 

Of course, if the lack of balance between imports and exports 
is expected to be permanent, it will be worth while to make the 
necessary shifts in productive organisation, so as to replace a pro- 
portion of imports by home products not merely for a few months 
or years, but permanently. This, however, is a somewhat different 
question; for we are at present discussing only what happens when 
a country, faced with a sudden fall during a depression in its 
exports, and therefofe in its power to buy imports, endeavours to 
keep up home employment ancj, consuming power instead of 
accepting the depression as an ‘act of God.’ 

It will obviously*be much easier for a Socialist than for a 
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capitalist country to make the adaptations which are needed in '!* 
order to maintain employment and consumption in face of a | 
foreign crisis. A Socialist country does not need to induce private | 
persons to invest capital in the home industries which need I 
developing: it can undertake the investment itself Moreover, | 
a Socialist country can much moi'e simply decide what imports i 
to allow in, and how to allocate supplies of imported foodstuffs ''y’ . 
and materials to processing, industries and supplies of finished 
goods to distributing agencies. It can buy in bulk what imports 
it needs, and can sell them at what, prices it chooses, averaging 
where desirable between the cost of imports and of home- 
produced products of the same kinds. It need not be afraid of 
profiteering either by importing merchants or by the producers 
and distributors o£ home-produced goods. Most of the difficulties 
in the way of maintaining home employment and consumption 
in face of depression in the rest of the world are difficulties not of 
economics as such but of capitalist economics. 

It is, however, clearly desirable not to restrict imports more 
than is necessary, either under a Socialist or under a capitalist 
system. Under some conditions, an adverse balance of payments 
is not a good enough reason for restricting imports. When a 
country has foreign assets which it can use, it may be best to pse 
them in the hope of helping to drive depression away from other 
countries, instead of making it worse. There is nothing very 
dreadful for a creditor country in using up part of its foreign 
capital assets in paying for current imports, as long as it has them 
. to use for this purpose: nor does such a process necessarily imply 
any ‘living on capital’ — for the loss of foreign assets may be, over 
the same period, more than made good by fresh investment at 
home. A country is no lichsr if it invests a million pounds abroad 
than if it invests the same amount in building up its own pro- \ 

ductive power at home: nor is it any poorer if it sells off a million I 

pounds of its foreign holdings and at the same time spends a v 
million pounds on home capital developments. What a country j,, 
which finds itself short in its means of paying for current imports 
cannot avoid is taking action to prevent its citizens from investing 
capital abroad at their own discretion j for every such act of 
overseas investment necessarily imposes an additional strain on 
the national balance of payments. 

In general, a country which possesses substantial foreigfi assets 
can quite well afford to allow its balance ol*current payments to > 
become adverse for a time, ajid to maintain its own standards 
of employment and consumption when other countries arc 
depressed, without seeking to modify its economic system in such 
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a way as to cut down imports below the nonnal — though it may 
need to take steps to prevent a sudden increase of imports due to 
‘dumping’ by couirtries which have lost for the time being a large 
part of their normal foreign markets. If, however, the strain on 
the balance of payments becomes very great, or is continued year 
after year,.and nothing can be done to enlarge the sale of exports 
so as to provide additional means of payment, there may be 
nothing for it but to restrict imports and alter the structure of 
home industry and agriculture in order to supply a larger propor- 
tion of the consumers’ needs with domestic products. 

Note the qualification ‘if nothing can be done to enlarge the 
sale of exports’; for this is a very pertinent point. It may be 
possible, in periods of slack international ti’adqji to arrange with 
countries which can supply needed imiroi'ts* for them to take 
certain values of exports from the receiving country in exchange, 
either by direct barter, or by some arrangement whereby these 
countries agree to place certain orders in the receiving country, 
or in the last resort are paid for their own exports only in credits 
to be used exclusively, or up to some proportion of the total, in 
buying products of the receiving country. Great Britain in the 
’thirties had agreements with the Scandinavian countries, which 
undertook in return for what they sold to British buyers to buy 
certain proportions of their coal from the British industry. The 
Nazis carried these methods to much greater lengths, malung all 
sorts of ‘bilateral’ agreements with other countries for the receipt 
of foodstuffs and materials in exchange for German manu- 
factures. Many of these purchases were open to strong objection, 
as involving unfair bargains for the Nazis’ suppliers. But they are 
not unfair in essence; and it is infinitely better to conclude 
reasonably fair arrangements of this kind than to allow de- 
pression to take its course, with consequences disastrous to both 
the parties. 

A country which desires, in a depressed world, to maintain its 
own standards of employment and consumption may be forced to 
make ‘bilateral’ arrangements of this kind, as much less restrictive 
and damaging than the sharp contraction of total imports which 
is the only alternative open to it. Of course, it would be much 
nicer if no such necessity were to arise : that is, if other countries 
were riot depressed. Blit this is a matter for them. It is open to 
any countiy which jooss^ses at all an advanced and diversified 
economic equipment to decide to follow a policy of high employ- 
ment, and to counteract threateming depression by taking steps 
to maintain the level of investment, or consumption, or both, 
within its own frontiers. If countries fail to do this, thqy have 
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nothing to complain of when countries that are doing it take the 
steps which are needed to make their domestic policies effective. 

Investment, Savings and ConsumpUon 
^ We come back, then, to the point that n country threatened 
with a fall in the level of total demand, from any cause, can set 
out to maintain demand by stimulating either investment or con- ' ’ 
sumption, or both together. If this can be done in face of a. fall in 
demand, it can obviously be done equally in order to increase 
demand when there has not been a fall — that is, to prevent the 
type of structural unemployment which exists in relatively good 
years, as well as that which occurs in times of slump,' We must 
'“ now ask what are the appropriate "ways of . doing any or all of 
these things. In other words, by what means can the State, in an 
economy mainly conducted on capitalist principles, set to work 
to maintain ,‘full employment’ in fa,ce of a threatened slump or 
of a persistent shortage of demand? /In order to achieve this, the 
State must place itself in a position to regulate the total volume of 
production and employment by indirect as well as by direct 
means. This can be attempted in several different ways. When the 
willingness of private business to employ labour falls off or falls, 
short for any reason, the State canf 

‘(a) employ labour itself by undertaking public works on a 
scale sufficient to increase total employment to the required 
level; 

(b) encourage private employers by means of subsidies to 
take on more labour and to produce more goods; 

(c) remit taxation, and thus encourage those whose taxes 
. are reduced to spend more; 

f (d) pay out inereased incomes in such forms as pensions, 
family allowances, and social service benefits generally, or in 
any other way it chooses, and thus give the public more money 
to spend; , * 

(e) provide free services, or sell goods and seiwices to the 
public, or to some sections of the public, at reduced prices, so 
as to stimulate consumption. 

‘All these methods involve considerations of public finance. If in 
slack times the State undertakes public works, or pays out sub- 
i sidies, or grants additional social services either in cash dr in 
kind, it must do these things either out of borrowed moneys or 
A Under the head of ‘borrowed money’' I include money manufactured by 
’ the banking system and lent: to the Slate. If the State owns the banks, it rnay 
in appearance only be lending to itselfj but it is in effect levying a fixed loan ^ 
on the rpal Income of die entire people. ;* 
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out of additional revenue raised by taxation. If it borrows the 
money, or part of it, the effect will be to take up and apply to 
current spending funds which were not being spent before, and 
thus to increase the national income an d pro mote additional 
employment. If, on the bthef hand, the State raises the required 
mdhey, dr part of it, by increased taxation, everything will 
depend on "the incidence of this taxation, i.e. on what classes it 
falls. To the extent to which it falls on those who meet it by 
reducing their saving rather than their consumiDtion it will call 
the wasted savings into productive use: to the extent to which 
it falls on those who meet it by reducing their consumption it 
will fail of its effect, because it will cancel as much effective 
demand as it creates. Accordingly, the additional taxation can 
be effective only to the extent to which it is levied on rich persons ^ 
or on companies and other collective bodies which have been|d/ 
placing sums to reserve instead of spending them on real invest-f 
mentrif is difficult in practice so to arrange taxes as to make 
them fall exclusively or mainly on savings rather than on con- 
sumption j and accordingly increased taxation is not in general 
a precise or very efficient instrument to use in endeavouring to 
increase the size of the national income and absorb unemployed 
productive resources., But we must retmrn to this point later. 

It is a well-known’ and well-established fact that, in general, 
poor people spend on consumption a higher proportion of their 
incomes than richer people, who can save with much less sacrifice. 

This general statement, no doubt, calls for some qualification. 

A large part of the savings of the community, in normal times, 
is made not out of personal incomes, large or small, but out of 
the profits of joint stock concerns. Such concerns usually clis-| 
tribute only a part of their profits to their shareholders; they keepl 
back the remainder and place it to ‘reserve’ funds, and these! 
funds cojqstitute nowadays a substantial fraction of the total / 
national saving. In effect, these savings belong mainly to 
well-to-do people,' for they form part of the shareholders’ 
property, though they are not divided up as personal incomes. 
Moreover, in the middle ranges of income, and to a smaller extent 
down into the lower ranges^ considerable savings are made in the 
form of insurance or other regular premiums. I do not mean what s 
is paid in under State schemes of compulsory insurance, for that \ 
is to be regarded rather as a form of taxation. I have in mind, 
first, life apd endownfent insmances of all sorts, and secondly the 
instalmentk paid by those who art buying themshouses through 
Building Societies or Insurance Companies. These savings, of ; 
course, come out 6f personal incomes, and indeed constitute 





greater part of the current accumulations of the poorer savers. 

Now, the savings that are made in these ways mainly by persons ' 
in the middle ranges of income are quite exceptionally stable, 

/ because they are made under contracts whereby the saver binds 
himself to go on making regular payments over a number of years. 

If his income falls off, he still, ' as long as he can, keeps up the ^ 
payments, at the cost of curtailing his current expenditure on ‘ 
consumption. Thus, a large part of the normal flow of small 
savings is very regular. A depression may check the inflow of 
fresh savers, but it will not, unless it is very severe, cause more 
than a small proportion of those who are already saving under 
fixed arrangements to suspend their payments. Accordingly, any- 
' thing which reqluces the income of this kind of saver is apt to 
react very grea% on the demand for consumers’ goods and 
services. 

Companies, in general, will teird to put less to reseiwe in bad 
than in good times; and some companies will withdraw sums from 
past reserves in order to maintain their dividends. Company 
savings are a good deal less stable than ‘instalment’ savings; but , 
this is not the only point that matters. In good times, when . 
prospects of profit are favourable, companies will tend to invest j 
their reserves in expanding thejr , scale of business, or in buying 
other productive assets; whereas in bad times they may leave , 
their reserves lying idle> or ‘invested’ in gilt-edged securities. If ' 

. this happens, the sums ‘saved’. by them do not create any demand 
for goods or services, and stand for so much purchasing power 
withdrawn from circulation and left for the time being unused. ' 
Naturally, such a situation means depression and uhernployment 
in the industries which exist to supply capital goods; and froih 
them thd depression spreads elsewhere, as their workers are dis- 
charged and have less money to spend, v 

As for the richer savei’s who save out of personal incomes, they 
will tend greatly to reduce their savings when their incomes fall j 
off; for they will in many cases be in the habit of saving whatever ' 
incomes they get beyond what is needed to maintain their 
customary standardf'of consumption. Their savings are apt to be 
a residue, and therefore to fluctuate greatly from time to time. 

Xax Remission and ^Deficit -Financing’ 

Now if the State decides to act in such a way as to , offset a fall ■ 
in people’s spending power due to the onSet of depffssioh, one ' 
simple method is for it to remU taxation, and thus to leaVe the tax--^ 
payers with money to spend instead of handing it , over to the j 
Smt^jl This, of course, involves, that the State, instead of making 
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its budget balance, must borrow money from members of the 
public in order to cover the deficit. It will be able to borrow the 
balances which big savers, including companies, are reluctant to 
invest in business development because the prospects of profit 
are not thought sufficiently encouraging. The ffigher level of total 
spending^ public and private together, resulting from this process, 
will improve the prospects of profit, arid wilf make business men 
readier to invest. When they are in a good enough mood, the 
State will be able to reimpose the old level of taxation, and even 
perhaps to repay what it has borrowed by raising taxation for the 
time to a higher level. ’ 

lliis process is known as ‘deficit financing,’ whether the State 
applies the borrowed money to tax remissioi]^ or to some alter- 
native use. Suppose it does remit taxes, withthe main purpose of 
stimulating consumers’ demand, what taxes should it remit? 
Clearly, those which fall most directly on consumption, such as 
indirect taxes on the necessaries of life. If these are teiken off so 
that a wide range of consumers’ goods become much cheaper, 
consuniption will obviously rise sharply. Even so, not all the 
difference will be spent oii consumption; for it will be open to 
anyone, instead of buying more consumers’ goods, to increase his 
savings. But consumption will clearly benefit most. 

On the other hand, if the main remission were given to the 
larger direct taxpayers, a much larger proportion of the difference 
would be saved, instead of being added to consumption; and the 
additional saving might carry with it no proportionate addition— 
or even, in the extreme case, no addition at all — to the demand 
for capital goods. The act of saving out of income is in itself an 
entirely negative act: it results in a demand for goods only when 
the ‘saved’ money is actually inrwfoaf in buying new capital assets.. 

If, in the situation we are envisaging, there is already among the 
recipients of income a tendency to ‘save’ more in the aggregate 
than there is any willingness tp invest in new productive assets, 
the policy of remitting taxation in such a way as chiefly to add to 
savings'will be quite ineffective. It could, for example, be merely 
circular, the beneficiaries of the tax-remission simply lending to 
the State the sums recovered from taxation, and the State apply- 
ing these sums to meet its current expenditure as loans instead of 
revenue. This would be the worst of both worlds, as the State 
would then be papng ipterest on the sums it had given away, 

A thbiid possibility would be to remit taxes on company reserves, 
which are at present chargeable to income tlx at the standarcl , 
rate. This again might merely lead to more superfluous money » 
‘saving,’ unmatched by real investment, unless the tax ■were 
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remitted only on proof of the investment of the reserves in really 
new capital assets. In that event, however, the tax-remission 
would go to stimulate not consumption but investment-— which, 
as we have seen, is the alternative policy open to the State if it 
decides to use tax remission as an instrument. 

, We may conclude that whei’e, under a system of private 
capitalism, the State decides to use the method of tax-remissions 
.to increase consumption, it can best act by remitting indirect 
taxes on necessary goods and services; and, where it is setting out 
to increase investment, it can best act by remitting taxes on com- 
pany reserves. The policy of tcix-remissions is, however, so difficult 
to arrange fairly or effectively in practice that it is usually prefer- 
able to leave the t^xes tmaltered in a depression, and to resort 
to other methods instead. 

State Spending — Public Works 

Tax remission is not by any means the only instrument whidi 
it is open to the State to use.jAlternatively, the State can inci’ease 
its own spending, and can raise the additional money, not by 
taxation, but by borrowing. It can then use the sums thus raised 
to execute capital fyorks, such as the building of roads, bridges, 
waterworks, power-stations, houses, or factories, either under its 
own auspices or under those of local authorities or public corpora- 
tions of one sort or another; or it can pay out incomes to the 
.consumers, or to any section of them, or provide them with free 
or subsidised services, or pay subsidies to private suppliers in such 
a way as to cause them to reduce the prices of their waresi Again, 
it can set out to stimulate directly either investment, or consump- 
tion, or both, knowing that a stimulus to either will be bound to 
have some reaction on the other. 

If, as will usually be the case, there is at the inception of the 
new policy severe unemployment in the industries which make 
capital goods — or at least the threat of it — ^it will obviously bc jthe 
easiest and most direct course towards countering the evil to apply 
.|he main stimulus to the demand for capital goods, by embarking 
■ On ‘public works,’ such as housing, road and bridge building, and 
,'the construction of public utility undertaldngs, and/or by procur- 
ing the erection of new factories or the re-equipment of industries 
which are behindhand in technique with new and improved 
capital instruments. The first of these cqnrses is the easier in a 
capitalist country troubled with democratic scruples, because it 
.does not involve subsidies to ‘private enterprise.’ The roads, 

' bridges, houses, and public utility undertakings can be owned by 
the State orits agents, and the benefit of the investments can ffius 

386. 


accrue directly to the public. On the other hand, subsidies to 
‘private enterprise’ are difficult, if not impossible, so to arrange 
that they do not involve unnecessary presents to businesses that 
could do quite well without them, or becpmq. the means of exact- 
ing monopoly profits by firms which succeed in intercepting a part 
of the subsidy instead of passing it pu: to. the coirsumers. This can 
be fairly well' prevented in time of war, with the aid of the strict 
controls that are then enforced, and especially because the State 
is then the bulk buyer of many of the materials involved. It is very 
much harder to accomplish in time of peace, except under a 
system involving much greater State control than has hitherto 
co-existed with systems of capitalist enterprise. 

It is naturally important, in stimulating activity in the indus- 
tries which produce capital goods, to apply ®,s far as possible a 
wide range of stimuli, in order to facilitate t&e full use, of existing 
, skills and business set-upi This heed often, in capitalist societies, 
runs counter to the desire of the Government to avoid any forms 
of ‘public works’ which may have an appearance of competing 
with capitalist enterprise. If the State were to order plant for 
making consumers’ goods, and were to set up as a producer of 
such goods side by side with the existing manufactm'ers, the cry 
of unfair competition would at once be raised. It is therefore 
. easiest for Goyeriilherits to embark oh those types of public works 
/ which are least competitive with profit-making industry. No 
private interest objects, save on grounds of ‘economy,’ to the State 
building as many roads as it pleases; and roads are accordingly 
a very faVOtif itfe form of works designed to employ the unem- 
ployed, There is, more objection to publicly provided houses, but 
hot if the State confines itself to the cheapest kinds of housing, in 
which private enterprise is apt to^ find little profit. But, unfor- 
tunately, road work employs mainly unskilled labour, and neither 
roads nor cottages do much to help any important constx'uctional 
•. industry except building. For effectiveness, a much wider policy 
is needed— and above all one which will act favourably on the 
demand for steel and heavy engineering products. Where t||g 
railways are p-ublicly owned, the State can imprpy^'pltfers 
by ' hfidel'faking railway development; and it can also rebuild 
publicly owned ports, and harbours and other tra.nsport.installa- 
tiohfrw^here it owns the electricity supply system, it can embark 
of power development; and it can create new water- 
supply undertakimgs, drainage works, and improved telephone y 
equiprftehti 'Where, however, any of these services is in private 
hands, stimulus has to take th# shape of subsidy in one form or. 
another, and this, as we have seen already, is apt to raise both 
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economic and political difficulties. Similarly, shipbuilding, which 
is apt to be the most depressed industry of all, can be helped only 
by speeding up naval construction, or by resort to subsidies such 
as were given to British shipping concerns on more than one 
occasion between the wars. 

The Effects of Socialisation 

These conditions relate, of course, to societies organised on 
capitalist lines, and are not applicable to Socialist societies. They 
would, however, apply in some degree to societies in which the 
State had taken over even a considerable range of industries, as 
long as there remained in being a capitalist sector large enough 
normally to account for a considerable fraction of the total of new 
investment. Wliere'tqr a part of the process of investment is carried 
on in the capitalist way, the total amount of investment will be 
affected by changing expectations on the part of the capitalists, 
and a deficiency of demand in the industries making investment 
goods will be liable to arise when such expectations are low. 
It .will, of course, be much easier for the State, when it owns and 
controls a wide range of industries, to increase investment by 
undertaking additional ‘public works’ in these industries, yith- 
out the difficulties which arise when the stimulus has to be 
administered largely by way of inducements to private business. 
A policy of full employment will work much more easily where 
this possibility exists. Even in such circumstances, however, it may 
not be possible to apply the required all-round stimulus to the 
investment goods industries whose ouqmt has declined without 
measures designed to appeal to the owners of those which remain 
j in private hands.* If the State owned and managed, directly, or 
through some form of Public Qorporation, say, the main branches 
’ of transport, the fuel and power industries, and a very few others; 

’ if, directly or in conjunction with the Local Authorities, it were 
, the printipal building agency for new houses, as well as for 
schools and other ‘public service’ buildings, a policy of expanding 
‘public works’ in times of slack employment would be very much 
easier to carry through than it could be where these industries and 
semces were left within the realm of ‘private investment-’ For this 
groim of industries, added to such undisputed public services as 
the Post Office, road and bridge-building, water-supply, hospitals 
and other public health constructions, accounts for a high propor- 
tion of total investment in normal times, '“and Would allow room 
' for a reasonably wide and balanced programme of expansion 
■ without the need to offer speciaf inducements to ‘private enter- 
\ prise’ to expand investment. It Would not even he necessary, for 
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this purpose, for the State to own either the building industry or 
others belonging to the constructional group; for it could increase 
their activity simply by placing additional orders with them on 
behalf of the publicly-owned industi'ies and services. i Without 
this range of public demand for the products of the industries 
producing investment goods, it would be necessary on a far bigger 
scale to stimulate private investment by indirect, and for the most 
part dangerous and socially unsatisfactory, expedients. 

If the State had these senoi-socialist powers, and used them to 
the full, the efFects of its action in increasing investment in the 
‘socialised sector’ would be to increase purchasing power by the 
sums paid out, and' thiaf to add to the demand for consumers’ 
goods and services. This in turn would reacj: on private invest-, 
ment by making it more worth while in other industries to install| 
new means of production and expand output to meet the higher; 
demand. There might, however, remain industries producing 
investment goods which would not receive a sufficient stimulus 
from this source. For example, the producers of textile or agri- 
cultural machinery might still be left with a large sm'plus of men 
and capital resources out of work; and it might be necessary to 
take special measures to expand employment in these industries, 
unless it were thought desirable to scale them down permanently 
and to adapt as much as possible of the displaced resources, includ- 
ing displaced labour, to alternative uses. What would be desirable 
would, of course, depend on the answer to the question whether 
such industries were but temporarily depressed and would be 
likely again to need all their resources when full employment had 
been restored, or were unlikely to be wanted again, even in the 
long run, except on a reduced scale. 

o 

Fields for Social Investment 

In the Table on page 391 , 1 have set out, by way of illustra- 
tion, certain of the fields in which public policy already affects the 
level of investment directly, and also the extension of this influence 
which would result from a wider spread of public ownership and 
control. The first part of the Table is confined to industries and 
services which directly employ a large labour force: the second 
part deals not with industries, but with public agencies (or 
agencies which could be made public) which, by placing orders 
for supplies, coijsidpj^bly affect the activity of the industries 
making investmeflt goods. It can be seen how great would be the 
effect on the State’s power .^o control investment of even a 

r For a fuller disciission of a ‘wide’ public works prog3:amine, sec my book, 
The Means to Full , ** > 
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relatively modest extension of the field of public ownership. The 
Table, of course, is not meant to be exhaustive; it lists only a 
limited number of industries and services, and leaves out of 
account all save the most obvious repercussions on the activity of 
the industries making investment goods. For example, electrical 
engineering would be affected to a smaller extent by almost all 
the forms of demand coming from the industries and services in 
the first and second columns. But it has seemed best, for simplicity, 
to leave secondary reactions out of the account. 

The wider the range of public ownership, tire more easily can 
a wide, all-round policy of ‘public works’ be followed. This is not 
to say that a wide policy is ruled out where few industries or 
services are in the hj^nds of the State or its agents, but only that in 
such a situation the ifeed to act by way of subsidy involves greater 
difficulties and, as a rule, excessive expense. A State which has 
few industries under its control may thei-efore be tempted to 
experiment with the alternative method of stimulating consump- 
tion, with the idea of thus passing on an indirect stimulus to the 
depressed constructional trades. 

Stimulating Consumption # 

^“^here are a number of ways, in addition to tax remissions, of 
stimulating consumption. The simplest in many ways is to extend , 
the supply of free services — ^for example, by increasing the prd- 
'( vision of free meals and free milk to children and others who need 
them, or by remitting school fees, where they exist, and so on. 
There is, however, no valid reason wiry such things as these 
;should be done only in times of depressionj.fnnd, to the extent to 
which the State makes them part of the regular public service, 
they become inapplicable as special measures designed to combat 
depression. A further step, analogous to tax remission, is to pay 
gra nts to. lo cal authorities to enable them to I’educe local rates— 
notoriously a rhdsrunfair arid burdensome tax. Similarly, /sociak 
insurance contributions can be lowered during a depression, or\ 
rates of benefit and pension can be temporarily raised/TJ|is last, I 
however, even if it be desirable when ordinary benefits arc too I 
low, helps only certain sections of the consuming public. Again,, i' 
children’s allowances, where they exist, can be temporarily 
increased. 

It would be possible for the State to go iurthgr, and simply to 
credit every member of the community with an additional weekly 
income for as long as the depressidri lasted. The State could 
borrow the money for this purpose, just as for any of the others, 
and csuld,, if it thought fit, wipe off the loan gradually over a 
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Industries specially affected 
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period of years, or alternatively could leave it permanently in 
existence, meeting tire annual charge out of the growing pro- 
ductivity of the national industries. This, no doubt, would have 
the disadvantage of increasing the siae of the National Debt, but 
not necessarily so as to make the Debt involve a heavier annual 
burden. If the national income is increased, as it will be, by the 
use of the borrowed money, the interest on the debt will'increase 
a great deal less than the income available for meeting it. In most 
circumstances, the yield of the existing taxes, levied on the 
increased total income, will be fully enough to meet the additional 
ylebt charge without any raising of the rates of tax. Borrowing, 
then, seems to be a fully justifiable procedure, whether the State 
fis setting to work to increase investment or consumption. When 
the aim is to incra^se investment, in order to employ unused 
I resources in the industries making mvestment goods, borrowing 
is clearly preferable and entirely unexceptionable; Tor capital 
assets created out of the borrowed money will be called into 
existence. More prejudice is aroused by the idea of the State 
borrowing in order to increase current consumption; for the 
effect is apparently to create a debt against which no capital 
assets can be held. But in truth even such debt creation is no less 
justifiable, if it results in a national income raised by more than 
the cost of the debt. It may, however, in practice be desirable to 
finance by borrowing only that part of the State’s additional 
spending that is used to increase investment, and to cover 
any speirding applied to increasing consumption by additional 
taxes levied as far as possible, in such a way as to fall on ‘savings’ 
rather than on consumption. Such additional taxes need not be 
levied in the same financial year as the money is spent; for there 
is no real case for regarding the annual balancing of the Budget 
4s a good thing under all coneJitions. It may be much better for 
the State to ovcr.spcnd its tax income in some years, and to reduce 
die balance by paying back in subsequent years what it has 
'temporarily borrowed Co cover the deficit, i There is nothing 
unsound in what is called ‘deficit financiftg,’ as long as it does not 
so increase the annual debt charge as^o make it rise faster than 
the national income upop which if falls. Of course, the debt 
charge, as clistinct from the nominal amount of the debt, depends 
on the rate of intei-est; and it'rs therefore of the greatest import- 
ance for a. State which follows a policy of 'deficit financing’ to 
keep the gilt-edged rates of interest consisR;ntly®low. 

, ri- Since these pages were origindly written, a full discussion of the problem 
has appeared in an Appendix, by Mr. Nicholas Kaldor, to Lord Beveridge’s 
. , Mull Employment in a Free SocU&Xig^^). , 
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CHAPTER VI 


THE TRADE CYCLE 

So FAR, I HAVE DELIBERATELY refrained from any attempt 
to answer the question, /Why do slumps occur?’ This question has 
been set aside because' it is quite possible for persons who take 
widely different views of the causes of what economists call 
‘The Trade Cycle’, to agree about the measures which can best 
be taken to keep employment high and steady and to counteract 
any forces which may threaten to bring about a general depres- 
sion. Of course, I do not mean that I regard it as really unim- 
portant to know why the economic systems of cajoitalist' countries 
suffer from these recurrent disasters, or that real remedies can be 
applied without an understanding of the causes that are at work. 
It may be possible to prevent unemployment by striking only at 
the symptoms of capitalism’s fundamental disease; but the Symp- 
toms will tend to recur as long as the disease is not cut off at the 
source. Let me state a parallel. I suffer from a disease — diabetes — 
of which doctors have not yet discovered the cause. They cannot 
cure me of it; but they can, by dosing me with insulin, allow me 
to live a pretty satisfactory life. They can counteract the symp- 
toms, though they cannot cure. It may be quite possible to secure 
an approach to full employment under capitalism by similar 
means, though I do not think the economic physicians will ever 
find a cure for unemployment as long as capitalism remains 
in force./ 

The Trade Cycle 

For as long back as we have means of tracing the economic 
fortunes of industrial cor^tries with the aid of any sort of 
quantitative data, we find l^ld^nce of ‘cyclical’ fluctuations. In 
Great Britain for at least two wlituries , past,, and possibly for a 
good deal longer, industrial activity has oscillated betweeir 
periods of high and low production and employment, usually 
accompanied resp|ctiv4y by rising and falling prices.! There has 
been no absolute regularity in the length of these ‘cycles’ : indeed, 
they have varied considerably i® both duration and intensity, ' as- 
can he, seen at a glance from the accompanying chart, which, 
shows the igener^«com:se of unemployment— as goodfa measure 
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as any — in Great Britain back to 1850. A ch|rt showing esirlier 
cycles, on a diflerent basis, is given on page 4,01. In Sir William 
Beveridge’s book. Full Employment in a Fm Society, the whole 
■subject is dealt with at greater length than it can be here. 
There is, indeed, no regular rhythm about this fluctuation: ups 
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follow downs, ants dovAis ups, as they are bound to do if there is 
any fluctuation at all, but thei'C is not much to suggest that the 
movement has any definite pflttern. IWriters about economics, 
hiive sometimes spoken as if there were evidence of a ‘normal’ 
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cycle tending to last ten years; but I can find none in the figures^ 
either for Great Britain or for other coutnries which have been 
subject to similar conditions. On the face of the matter, the chart 
shows depressions of some magnitude touching bottom in the 
following years up to the first World War:- 

1852, 1858, 1862, 1868, 1879, i886, 1893, 1904, rgoS and 
possibly 1914 (but in that case there would certainly have 
been a further fall to come but for the outbreak of war). 

This gives intervals of 6, 4, 6, ii, 7, 7, ii, and 4 years, omitting 
1914. If we take peaks instead of troughs, we get the following 
years: 

1851, 1853, i860, 1865, 1872, 1882, 1889, 1899, 1906, 1913; 

'r 

that is, intervals of 2, 7, 5, 7, 10, 7, 10, 7, and 7 years— which 
looks more like a seven-year than a ten-year cycle, but is still too 
irregular to show any dear pattern of cyclical fluctuation. 

Many different explanations of ‘the Trade Cycle’ have been 
advanced by economists of different schools. Some have regarded 
I it as due mainly to an inherent instability in monetE^ry conditions, 
and have laid the blame on the monetary system or on the 
organisation and behaviour of the banks. Others have attributed 
it mainly to psychological causes, and have sought to trace it to 
the alternating errors of optimism and pessimism among business 
men, who are prone to speculative excesses in good times, 
followed by fits of contagious depression when, as a result of their 
-s speculations, things begin to go wrong. \''et others have laid stress 
’ on different factors, such as fluctuations in harvest yields, upset- 
ting the relations between agriculture and industry, and spreading 
depression from the primai’y p/oducers to the manufiicturing and 
trading groups. Some economists, moreover, have endeavoured to 
, refine upon the general concept of the Trade Cycle by discovering 
co-existent ‘cycles’ of varying length — ‘long’ and ‘short’ cycles— 
or affecting different parts of the economic system. Finally, anti- 
capitalist economists, among them Marx, have contended that 
cyclical fluctuation arises necessarily out of the nature of the 
'■ capitalist system, because the inherent drive towards expansion in 
order to counteract the tendency towards lower profit-rates leads 
capitalists again and again to enlarge the scale of production, 
only to be brought, up again and again against the limited con- 
suming power of the general body of thef people. On this view, 
the recurrent crises of capitalism have the function of bankrupting 
-enough businesses and driving enough instruments of production 
out of use to make it possible for the process o|' expansion to be 
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resumed. A variant of this explanation is that of J. A. Hobson, 
who attributed capitalist crises to tnder-consumption arising out 
of the maldistribution of incomes. The rich, Hobson argued, 
instead of spending their money on consumable goods, try to save 
too large a proportion, and thus increase the supply of instruments 
of production above what is needed to meet the demands of the 
limited market for consumers’ goods. The consequence is that, 
when the new instruments of production are set to woi'k, there are 
not enough buyers to take the increased product off the market, 
and crises thereupon ensue, lasting until unemployment and the 
gradual exhaustion of accumulated stocks of goods have prepared 
the 'way for a further forward surge, 

1 do not propose, in this brief study, to embark on any examina- 
tion of all these rival theories. Such an exanlmation would need 
a big book, and would be impossible withoiit raising much deeper 
issues than I wish to raise at the present stage. I shall, indeed, have 
to say something of some of the theories that have been put 
forward j but I propose to begin, not with the theories, but with 
some further consideration of the facts. If we study the recorded 
history of depressions in Great Britain, we shall be tempted to 
argue that their advent is not due to anything connected with the 
internal working of the British economic system, but rather to 
external causes. Indeed, there has been, for the best part of a 
century, an obviously close connection between the occurrence of 
economic depressions in Great Britain and in the United States; 
and it seems as if the signal for crisis has usually been hoisted in 
the first instance in the United States rather than on this side of 
the Atlantic Ocean. 

Crises in Great Britain and the United States 

It will be seen from the accompanying Table that there were 
between 1850 and 1939 twelve periods of depression in Great 
Britain and nineteen in the United States. Of these, six in each 
country were accompanied by major crises, and were altogether 
more severe than the others. The dates of the respective crises are 
as follows (the six serious crises in each country being given in 
black type); 

Great Britaina . 1857 1866 1873-4 1890 1 (1907) 1921 1931 
U.S.A.a . . 1857 (1865) 1878 (xSgo) 1893 1907 1920 1929 

The close corre^ondfcnce of the two series is obvious. But there 
is more to it than that. In iS^ithe crisis occurred in the United 

r Depression which began in I Bgoint'^sified in 18^3. 

2 Figures in brackets indicate deep depression without any particular 

moment of crisis. . ' ® r •» ■ 
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States in August, and in Great Britain in Novernberj the British 
crisis of 1866 followed on ad* American recession of 1865; the 
collapse of the boom of 1872-3 began in September, 1873, in the 
United States; the crisis of 1890 was practically simultaneous in 
both countries, but was largely due to speculation on the 
American continent; the American crisis of 1893 produced an 
accentuated depression in Great Britain before there had been 
any recovery from that of 1890; the depression of 1907-8 started 
with the American financial crisis of October, 1907; the slump 
after the first World War began in the United States in 1920, and 
spread to Great Britain early in 1921; and finally the signal for 
the world economic depi-ession of the early ’thirties was given by 
the Wall Street cra^h in the autumn of 1929. Most of the smaller 
depressions appear to tell.the same story. Not once does a slump 
or a crisis appear to have spread from Great Britain to the 
United States: the movement, wherever it can be traced, has 
been the other way round. 

I do not assert this as proof that the root cause of instability in 
the capitalist world is to be found in the United States; for it is 
arguable that the American business world is merely a quicker 
barometer than the British, and thus reflects sooner the move- 
ments of world economic forces which it does not control. There 
is, however, at least something very suggestive in this long- 
continued American leadership into, and also, incidentally,, out of 
depression. The Americans, let us note, recover sooner than the 
British. Here are the respective years of recovery, including both 
major and minor depressions: 

U.S.A. . 1855 1859 — 1B68 1871 1878 1885 

G.B, . 1856 1859 1865 1869 — 1879-80 1887 


U.S,A. . 1891 1895 1897 igoi 1904 1909 jgis 

G.B. . — 1895 — — >904-5 1909 — 


tJ.S.A. . — 1915 1919 igaa 1924 i933'"4 

G.B. . — (War) — — 1924 ? 

Wherever there is a difference, the United States leads out of 
the depression into which it has moved first. 

It is, I think, at any rate plausible to attribute the very great 
sensitiveness of American economic conditions to the feverish pace 
at which, over the past century, developmant hag been proceeding 
in North America, to the accompaniment of rapidly increasing 
.population. This process has invdved capital accumulation at a 
prodigious rate, including much use of capital borrowed from 
abroad 01; invested by foreigners in American ehterprises. There 
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is no inherent reason why such rapid expansion should not take 
place with reasonable regularityj but anyone who has studied 
Am erican economic history is well aware that it did not, and that 
it was accompanied from the very outset by tremendous specu- 
lative excesses. Moreover, the United States suffered, right up to 
the first World War, from notoriously unstable monetary con- 
■ditions, which alternately encouraged speculative activity and 
brought it up suddenly short. It is at least possible that economic 
fluctuations in Europe would have been much less severe had not 
European financiers agam and again become, involved in the 
tangles of American speculation, and had not American pur- 
chases of imports shown very wide fluctuations as internal 
economic conditions changed for better or worse. It is also to be 
noticed that British^exports to the United States usually picked 
up not in the year in which revival occurred in America, but in 
the following year. American recovery usually began in the home 
market, and then spread to foreign ti'ade. Here are the years, first 
of internal revival in the United States, and secondly of recovciy 
in British exports to the American market up to 1914: 

Revival in U.S.A. , 1855 1859 1868 1871 1878 1885 1891 

British export recovery ■ 1856 1859 1869-701871-2 1879 i886 — 


Revival in U.S.A, . 1895 1897 igoi 1904 tgog 1912 

British export recovery . 1895 1897 1902 1905 1909 1912 - ^ 

Earlier Crises 

It would be more plausible to assign the entire blame for 
economic crises to the United States had not such crises 
notoriously existed long before the United States reached a 
position to exert a prejjonderant influence on world economy. 
Booms and depressions can be traced in Great Britain right back 
through the eighteenth century, though they may not have been 
so widespread in their effects in earlier times. What must be borne 
in mind is that in the eighteenth and early nineteenth centmdes 
Great Britain was passing through a series of economic revohi- 
tions as upsetting as the American revolutions of a later epoch, 
and that these developments were similarly accompanied by high 
speculative activity and disordered monetary conditions. In the 
first half of the eighteenth centmy the principal centre of this 
speculation was foreign trade: later in the century its province 
was widened by the progress of industrial mechanics; and the 
fever reached its height in the boom and crisis of 1825, after the 
-Napoleonic Wars, and in the ‘i^ilway manias’ of the ensuing 
decades. Historians have found part of the explanation of the 
400 



troubles of the ’thirties and the ‘hungry ’forties’ in the intense 
speculative activity of the great ‘railway manias,’ when pro- 
fessional and amateur investors alike rushed to lock up their 
capital in railway ventures (which could not possibly yield an 
immediate return), and in the piling up of investment at the 
expense of wages which marked the growth of the factory system. 
These explanations seem reasonably to cover the essential facts 
of the period; and they help to suggest the outlines of a wider 
explanation. 

There is, however, one outstanding difference between Great 
Britain in the Industrial Revolution and the United States in the 
period of its great expansion. American wage-labour was never 
cheap. It could not become cheap, despite the vast immigration, 
as long as the ‘frorsiier’ remained open and there was land to be 
had for the asking. American industries had to build themselves 
up on a basis of highly paid labour — a fact which gave a strong 
impetus to mechanisation and to piling-up of capital resources. 
There was immense development work to be done in building 
roads, biddges, railways and canals to span the vast spaces of an 
entire continent: yet this was not so different in its effects from 
what had been done in Great Britain. The outstanding difference 
was that labour could be had only at its own price. It looks 
plausible to attribute the occurrence of crisis in the England of 
the Industrial Revolution to the want of purchasing power among 
the mass of the people. But no such explanation will serve for the 
pioneering days in the United States. If crises were epidemic in 
the developing American economy, the reason was not that wages 
were too low to purchase the increasing product. The negroes and 
the ‘poor whites’ in the South lived at very low standards; but 
no one will advance their poverty as the cause of American 
business instability in the days of continental expansion. 

Speculation 

We come back, then, to speculation as the most obvious cause. 
The economic life of the United States has been marked by 
speculative excesses from the very beginning. Land ,spec^j[a|:|on 
N-played a large part in the earliest years of the KepuSlic; and ever 
since the Americans have shown tliemselves possessed of a 
temperament speculative beyond the ordmary. Possessors of a 
vast continent open to what has seemed infinite exploitatioii, With 
population continually rising and fresh feSoutces of production 
always ready to be called into use, the Americans gambled first 
■ in real estate, then on produce iSarkets, and then most of all on 
stock markets, of which WalTStreet became tjte centre and the 
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symbol. I do not suggest that this happened because of some vice 
inherent in the American character; of course not. The American 
character was itself a product of the circumstances which invited 
to speculative excess. In Great Britain, for the most part, the old 
landlords quietly absorbed the gains of the Industrial Revolution 
without gambling on them, and the existence of the old landed 
aristocracy served as a stabilising force. Even so, there was plenty 
of gambling in raih’oad and mining ventures, and, late as well as 
soon, in all manner of investments overseas. But the British 
economic system was settling down and growing less markedly 
speculative through the nineteenth century, while the Americans 
were still finding new chances of extending the speculative range. 
/How, precisely, does speculation lead to economic instability? 
tinder normal conditions the buying and Selling of land and 
existing capital assets for profit is a matter of trying to assess what 
incomes they can be expected to yield, or perhaps one should say 
what incomes other people may be expected to expect them to 
yield. In a rapidly developing country there is a strong tendency 
for the income-yielding values of existing assets to rise. Land and 
business set-ups alike tend to increase in yield as population 
increases and as the total of national wealth gets larger. Many 
people want to get more than their share in the rising wealth, and 
see that, if they can get hold of assets which appreciate faster than 
is expected, they will be able to reap' windfall gains. The optimism 
generated by the upward trend of the whole economy creates a 
mood of willingness to believe in the continuance and intensifica- 
tion of existing favourable opportunities, and optimists begin 
bidding one against another for assets that look promising. In 
doing so, they accept lower and lower present yields, or imme- 
diate prospects of yields, in the hbpe of great things to come. 
Land values and stock market values go on rising higher and 
higher, until . . . until what? Until a point comes when more 
speculators think the time has come for realising upon their gains, 
and getting clear while the going is good, than are prepared to 
plunge further. This process of realisation, creating a market with 
more sellers than buyers, brings values tumbling downy and, if 
the speculative movement has been carried far, the next thing is 
a panic^a desperate scurry to sell before values have fallen so far 
as to face the holders with absolute ruin. The effect of this scurry 
of course is to bripg sto«k market prices down with a run, and to 
start a general landslide, with the demand for capital goods 
falling off almost to: nothing as the prospects of profitable invest- 
ment disappear, and with demand for consumers’ goods also falling . 
sharply as the rrftned speculators and their victims set oist to 


reduce their standards of living, and as workers are thrown out of 
employment on all sides. 

The position is made the worse, first, because many of the 
speculators will have bought ‘on margin,’ and secondly because 
they will have included from the first professional speculators who 
knew all the time how false the entire process was. Buying ‘on 
margin’ means buying more stock, or more land, than one pays 
for, by merely depositing ‘cover’ to allow for a certain range of 
fluctuation in market price. The buyer ‘on margin’ very often has 
no intention of ever holding the stoclcs he purports to buy: he 
means to sell again at once, at the expected higher price, and 
merely to pocket the difference. If a fall, instead of a rise, occurs, 
he dare not hold on; he has to sell while his cover is still enough 
to meet his loss. CTonsequently, transactions ‘on margin’ lead 
easily to panic selling when things go wi’ong. As for the pro- 
fessional speculator, his job is to make as much money as he can 
out of the gullibility of the public — ^to force prices as high as he 
dares and then sell out, leaving the amateur speculators to stand 
the racket. He too acts as a powerful force exaggerating the 
upward movement of prices, and then precipitating the crash. 

Share Values in Boom and Slump 

Consider for a moment what happened to the prices of ordinary 
shares (the Americans call them ‘common stock’) on the New 
York stock market before and. after the crisis of 1929. Take as 
$100 the price of a representative bundle of ‘common stock’ made 
up of all sorts of holdings, including the steadier as well as the 
more speculative, in 1924, on the average of the year’s prices. By 
1927 the price of this bundle had advanced to $i6g, and by 1929 
to $27o~still in terms of the average prices throughout the year. 
In September, 1929, just before the crash, the price was I309. 
The value of all types of ‘common stock,’ good and bad, steady 
and speculative together, had gone up threefold. By the end of 
1931 this same bundle of stocks was valued in the stock market at 
only $77, and during the following year the valuation was again 
halved. Even bonds bearing a fixed rate of interest, which had 
been out of favour during the boom, while investors were out for 
speculative capital ga!ins, were affected by the general panic, and 
slumped to fantastically low prices. Of course ,^uch valuations — 
both the high and the low — were quite absurd: it is mere nonsense 
.to suggest that, on any long-tersa calculation, the real value of 
industrial property in 1929 was three tunes what it had been in 
i924t or .had fallen in 1932 to one-tenth of -^hat it had been 


in 1929. The entire process of valuation was fictitious: it repre- 
sented, not what anyone could really suppose to be the value of 
industrial property in the long run, but merely what value they 
supposed stock market operators would put on it in the immediate 
future. These share prices represented not the estimates of value 
made by persons who meant to hold the shares for the income to 
be derived from them, but the results of calculations of probable 
rises and falls in capital value by speculators who meant not to 
hold but to sell when they thought the price had reached its 
highest level. The speculators were not making sober judgments 
of earning capacity: they were trying to make capital gains out of 
one another’s folly, in the hope of getting out while the going was 
still good. Moreover, this was being done not only by professional 
stock market operators, but by millions of Aiperican citizens who 
went in for a flutter on the stock market in the same spirit as an 
Englishman places a bit on a racehorse or a greyhound or a foot- 
ball team, but on an immensely larger scale. 

If speculators made money only off one another, and shared the 
losses among themselves, this sort of speculative fever would not 
greatly matter, and the real work of the world could go on 
regardless of it. But this is not what happens. A crash of specula- 
tion drags down with it many legitimate businesses which have 
become involved, creates a mood of no confidence in which 
investment in new capital assets is brought almost to a stand, and 
throws great masses of people out of work. It has, moreover, a 
financial aspect. Usually, while it lasts, bankers oblige their 
speculative clients with larger and larger loans to speculate with: 
prices of goods increase because of brisk demand when so many 
persons are feeling rich on paper, and bankei's therefore make 
larger advances to cover ordmaiy industrial and distributive 
expenses. The amount of money, in active cuxulation increases 
fast up to the crash; and theh a crisis of ‘liquidation’ ensues. 
Bankers hastily call in as many loans as they dare, bringing 
speculators and ordinary borrowers to the ground together. 
Commodity prices fall sharply, and business losses are made on 
accumulated stocks and on work in process. After a lag, wage- 
cutting sets in, with the object of reducing costs. There is a general 
upset in every corner of the economic system^ 

These are the effects of a speculative booms based on trying to 
get rich quicker than the realities of the situation allow. In any 
expanding capitaliStiec( 5 nomy, there is bound to be a tendency to 
such excesses, sti'ong in proportion to the vigour of the expansive 
forces and to the weakness of aSy social mechanisms of control. • 
In the Americani^se, tip to 1913, the absence of any centrally 
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organised banldng system was commonly regarded g.s one great 
reason why speculative activities were allowed to get so badly 
out of hand j and the Federal Reserve banking system was 
created in that year in the hope of providing an instrumeint of 
effective control. The Federal Reserve System did not, howeveiy 
prove able to stop the big speculative boom of 1928-9; the 
speculative temper was too strongly established for the weak 
measures which were all tlrose at the head of the system dared 
take to prevail against it. 

The United States and Great Britain 

This great strength of the speculative impulse in the United 
States is a factor of the greatest importance for the world’s future. 
It seems unlilcely tle^it the Americans will settle down in the near 
future to conditions of even moderate economic stability; and 
their influence on conditions in the rest of the world will be even 
greater than it has been hitherto unless special measures are taken 
to counteract it. If the United States, from now onwards, em- 
bark on another of their grand speculative booms, followed by 
a collapse comparable in scale with that of 1932-3, every other 
capitalist country will be in danger of finding itself dragged in the ; 
wake of American fluctuations. At any rate, this is what will 
happen in the absence of special preventive measures. It will be 
the more certain to happen because American speculation will 
not be confined to the home market. Americans will speculate in 
foreign holdings, just as British financiers, if they are let, will 
speculate on Wall Street, Moreover, one great factor in bringing 
collapse in Europe after 1929 was the sudden withdrawal of 
American capital by speculators who wanted it in order to restore 
their ‘liquidity’ at home. A repatriation of American money from 
Europe will in the future be even more destructive in its 
consequences, 

Suppose that, in the very hear future — ^probably before this 
book appears— Great Britain returns to a form of gold standard, 
such as we have promised to adopt under the scheme drawn up 
by the Bretton Woods Monetary Conference. Suppose Great 
Britain agrees, as the Americans desire, and have in fact made 
a condition of the loan granted in 1946, to abstain from all ‘dis- 
criminatory’ arrangements in, international trade. Suppose we go 
back, in these respects, to the traditional practices of nineteenth- 
century capitalisra—-and sfippose that, t^’hen "we have done so, 
crisis and depression follow upon boom and speculative orgy in 
the United States, What will happen? (i) American citizens will 
go hard to work, trying to call in debts owing Ip them from other 
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countries, in order to re-establish tlaeir own ‘liquidity’ in face of 
stock market losses at home, (a) American prices will fall sharply, 
making it necessary for us to cut our prices in order to maintain 
our exports. (3) There will be a strain on our foreign exchanges, 
due to the recall of American money, the fall of exports, and, if 
allowed, , the diversion of money from London to make cheap 
purchases in the United States. (4) American purchases of 
imports will fall sharply, dislocating not only British exports to 
America, but also exports to other countries which can no longer 
sell their own products in the United States. (5) American pro- 
ducers, faced with a decline in their own home market, will try 
to sell more abroad, and will thus compete further with British 
exports, and put a further strain on the sterling-dollar exchange. 

Now suppose that we, in Great Britain, h^e been endeavour- 
ing to follow a policy of ‘full employment,’ maintaining the total 
demand for goods and services at a level high enough to leave no 
surplus labour unused. If we attempt to cut prices, in correspond- 
ence to the fall in the United States — as by the rules of the gold 
standard we ought to do — we shall force a major crisis in our own 
country, accompanied by serious wage disputes and many busi- 
ness bankruptcies. The Government, if it is pledged to maintain 
full employment, will have either to pay out subsidies on a lavish 
scale of to embark on tremendous schemes of public works, or 
both. Even so, there will be heavy and intractable unemployment 
in some industries, particularly in those connected with export, 
where resources are not easily transferable to alternative uses. 
Over and above all this, we shall suffer a crisis in our balance of 
payments; for if as far as we can we keep everyone at work, and 
provide reasonable incomes for the unemployed, the demand for 
imports will remain high, while the volume and value of exports 
will fall. We shall have to incur yet more foreign debts and to sell 
off such foreign investments as remain to us, if we have any that 
we can sell under such conditions; and before long we shall find 
ourselves under very strong pressure to give up the attempt to 
maintain employment, and being exhorted, in the name of 
‘sound’ economics, to resort instead to the old traditional policies 
of deflation and wage-cutting in the belief that the first step 
towards making things better is to make them worse. 

This, be it noted, is on the assumption that we have agreed in 
advance-— as we i^ave .^Iteudy as a condition of receiving the 
American loan— to adhere to a fixed monetary standard and to 
eschew all discriminatory’ practices in international trade— and 
that we stick to our bargain no matter what it costs. But now 
suppose that we lire under no such obligations. We«can in.^liat 
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case, if we will, refuse to allow the value of our ciUTency to be 
affected by the change in Amei'ican prices; and we can concert 
with other countries belonging to a ‘sterling group’ measures for 
keeping our money and theirs stable in value in face of the 
American collapse. We can strike special bargains with countries 
from which we need large imports to receive our ejcports in 
exchange. We can stabilise our own internal economic conditions, 
save to the extent to which they ax-e affected by the fall of our 
exports to America or to other countries which depend on sales to 
America for the means of buying from us. We can set about help- 
ing these adversely affected countries without being hobbled by 
the strain on our own exchanges with the United States. In short, 
though we cannot prevent an American crisis from having some 
adverse reactions upon us — ^that would be altogether too much to 
hope for— we can greatly reduce the impact of the American 
depression on ourselves and on the countries with which we are 
most closely connected; and we can keep up without great diffi- 
culty our own home policy of ‘full employment.’ 

This is said, not out of any animosity towards the Americans, 
but as a simple statement of the reasons why it would be dis- 
astrous for Great Britain to allow itself to become inescapably 
bound to follow at all costs policies which might seriously inter- 
fere with British employment and prosperity, and might force 
deflation upon the British economy whenever the Americans 
allowed their affairs to get into a mess. The case might be altered if 
there were any good reason for supposing that there will be, in 
the United States, no more prodigious speculative booms followed 
by crises and prostration of economic activity, leading the 
Americans themselves to resort to any or all of the veiy expedients 
which the American Government is urging other countries to 
bind themselves to avoid. But so many Americans have ah-eady 
proclaimed'their will, as soon as they possibly can, to make an end 
of ‘New Deal’ economics and of all forms of public control over 
private business, that other countries are bound to be upon their 
guard. Nothing can be more certain than that the Americans, if 
they do finally scrap all the controls and return to the unfettered 
rule of big business, will be back in a jiffy at the old speculative 
game, with consequences as disastrous for the rest of the world as 
for themselves, unless the rest of the world puts itself in a position 
to deal with such a situation should it ari#e. , 

^ The InstabilUj) of Capitalism . : ? ^ ' 

This is not to say that, in the absence of disturbing forces from 
the United States, capitalist enterprise elsewhefe would proceed 
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on a perfectly even keel. The American economy merely repro- 
duces in a more exaggerated form the tendencies to instability 
which are everywhere inherent in the system of profit-seeking 
investment. Capitalism elsewhere would have its ups and downs, 
albeit probably less violently, even if America were right out of 
the picture. It would do so because there is, under the capitalist^ 
form of production, no assurance at all that the processes of pro- J 
duction and distribution will be carried on in a balanced wayf 
There is, in the first place, no assm'ance that the sum of the pricei 
oftered for the products of industry will be equal to the costs or 
producing them. The stream of private money-incomes divides 
itself, in the hands of the recipients, into three parts— one of which 
is spent on consumption, in the broadest sense, including services 
as well as goods, and the part of the price oTgoods and services 
which goes in indirect taxation; a second goes to meet direct taxes, 
rates and contributions; and a third is saved. The price of con- 
sumers’ goods and services, less indirect taxes, goes back to the 
producers, and is set against their costs, including profits. The 
product of direct and indirect taxes and other contributions is 
partly spent by public bodies on goods and services, and partly 
transfei'red back to private incomes as social insurance benefits, 
public assistance, or interest on public debts. A part of the public 
tax receipts may also be used on occasion to buy capital goods, 
though public bodies more often finance such purchases out of 
loans. The trouble arises when we Come to consider the third part 
of the private income stream — that which is ‘saved.’ For the act of 
saving is in itself merely negative; it returns nothing to the pro- 
ducers of goods and services. The act which does involve such a 
return is not saving, but investment — ^the purchase of newly pro- 
duced capital goods. It is not ‘investment’ in this sense when 
savings are used to buy existing assets or seemities, such as existing 
factories or existing shares or debentures which have previously 
belonged to someone else. Such purchases merely transfer the 
ownership of existing assets and of money: they do not meet the 
cost of any newly produced assets or keep any workers employed. 
No doubt, if Tbuy ,^1,000 worth of existing shares from X, X then 
has the ,^1,000 to dispose of as he pleases; but no real investment 
takes place until he or someone, else to whom he has passed it on 
actually uses it in buying Mew capital goods. 


Savingi and ImestmAit * 

My willingness to ‘save’ ^'i,ooo«does not at all involve that 
either I or anyone else will be willing to spend ,^1,000 in buying 
new capital goods.^he two things are only tenuously ponneci^d. 
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Real investment requires that somebody shall actually spend 
money — his own or borrowed — on buying current products for 
use in subsequent production. Decisions to ‘invest/ in this seme, 
may be taken by persons who have saved money out of their 
incomes, as when a workman saves out of his wages until he has 
enough to set up in a small way for himself, or when the owner of 
a family business curtails his domestic consumption in order to 
buy a new machine. But much more often th<; savers and the 
investors ai’e different persons— or, indeed, the process of invest- 
ment may have nothing directly to do with saving in any ordinary 
sense. The situation of the small saver-investor is, no doubt, repro- 
duced in part when a company buys new capital goods out of its 
reserved profits; but the money for such purchases may come just 
as well from banlcioans or from the sale of existing investments to 
a bank. If there were a fixed stock of money, annually I’eproduced, 
so that all money for spending had to come out of somebody’s 
current income, the situation would be different. But, as matters 
stand, the .supply of money can be increased or decreased by the 
action of the banking system in making it more or less abundant, 
and there is nothing to cause the supply of current money savings 
to be either equal to, or greater than, or less than, the amount of 
current investment. 

Or rather, should one say, in a favourite phrase of current 
economics, there is nothing to ensure the equivalence of ‘savings’ 
and ‘investment’ ex ante (that is, before the investment has been 
made), though there may be something to bring it abortt ex past 
(that is, after the investment has been made). If business men 
invest less than the recipients of income attempt to save, total 
spending on capital goods and consumers’ goods together will fall 
short of the total ‘costs’ of producing these goods, and business 
losses will occur. These losses, from the standpoint of the system 
as a whole, will cancel out the excess of ‘savings’ over ‘investment,’ 
so that in the aggregate no more than has been actually ‘invested’ 
will have been saved. One cannot really save money — only thing,?. 
Money saving is only a claim on other people’s future products. 
It is not wealth, but debt. Those who have ‘saved’ money can 
keep their claims in spite of this fact; but they have added nothing 
to the total stock of values and, to the extent to which their 
savings have been held back from spending on current products 
of any sort, have necessarily inflicted corresponding losses on 
someone else. " *' 

: , It is so important to get this point clear that I am going to run 
the risk of being tedious in explaining it. Let us go back to the 
casp we tqok previously, when we saw that imperial Chemical 
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Industries, or any other big concern, if it refrains from investing its 
reserves in additional plant, will not proceed to spend the sums 
which it holds back from investment on dinners for its directors or 
on any form of current consumption. It will simply not spend 
these sums at all, until in the view of its directors the prospects of 
profitable -investment improve. 

Now, the effect of I.G.I,, or of any other body, holding back 
sums from spending in any form is that less money in all is being 
offered for the total product of industry, including both industries 
producing investment goods and those producing consumers’ 
goods and services. But, if less money is being offered for all the 
output, either the output must be cut down or the prices charged 
for some or all parts of it must be lowered. The^ can be no dispute 
about this: it is a matter of plain common sense. In practice, both 
things happen. Prices fall— not evenly for all products, but in 
varying degrees according to the particular conditions in each 
branch of industry — and the falls in prices act as deterrents to 
producers, so that less is produced. Inevitably, under these con- 
ditions, some workers are thrown out of work, even apart from 
those who are left high and dry by the falling off of demand for 
the products of the industries maldng investment goods. A slump 
in this group of industries thus reacts upon others, causing a 
decline — though in most cases a less severe decline — in the 
employment of labour in these other branches of production. 

This ought to be obvious; but it has taken people — including 
economists — a long time to see it, mainly because they had got 
confused in their minds two things which are really distinct. 
These two things are (i) private money saving, and (2) invest- 
ment. It used to be assumed that any part of anyone’s income 
that was not spent on current consumption would be ‘saved,’ and 
that this process of ‘saving’ could be identified with the quite 
different process of ‘investment.’ In fact, however, for a private 
person to ‘save* out of his income rs merely to refrain from con- 
SUBning all of it— a purely negative act. ‘Investment,’ as distinct 
from ‘sayingj’ occurs only if the ‘saver,’ or somebody else who 
borrows the money from him, actually applies it to buying 
‘investment goods.’ The ordinary saver has, under modern con- 
ditions, no power to do this: What he does, unless he is himself in 
an independent business which requires new capital, is either to 
pass his ‘savings’ on to soHiebody else to handle for him, or to hold 
them idle or unused. He can pass them on in any of a variety of 
ways. He can buy stocks or sharA on the Stock Market; he pan 
acquire shares or dejjpsits in a Co-operative Society or a Building 
Society; he can take out an insurance or endowment jfoliey, afed 
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thus transfer hi? money to an Insurance Company or a Friendly 
Society. Alternatively, he can put his money on deposit in a bank; 
or he can wrap it up in an old stocking, or leave it in a safe deposit, 
or bury it in the back garden. None of these ways of dealing with it 
constitutes in itself a red act of ‘investment.’ Real ‘investment’ 
occurs only if the body to which the saver has handed his money 
over uses it to buy actual investment goods — and newly produced 
goods at that — so as to take part of the current output of goods off 
the market. 

Thus, if a saver buys shares or debentures in existing concerns 
from someone who owned them previously, no new investment 
takes place. The buyer’s money is transfen-ed to the seller of the 
shares, who can then do with it as he pleases; but there is no 
purchase of the current output of industry until someone actually 
uses the money to buy new goods or services. Money can go on 
changing hands a number of times without any real investment 
occurring when it is thus passed from owner to owner; and in 
times of active speculation such transfers do often take place. 
When business is active, someone will probably in due course 
choose to apply the money to the buying of neiu capital assets; but 
when business is slack this may not happen. Individual ‘savers’ 
will then tend to buy up existing capital assets, without any 
creation of new assets; and collective ‘savers,’ such as joint stock 
concerns, will tend to build up reserve funds for future investment, 
without making any purchases of new investment goods beyond 
the minimum required for indispensable replacements of those 
which wear out. They will have, of course, to hold these reserve 
funds in some form, either as bank deposits or in some kind of 
gilt-edged security. In practice, what happens to a quite con- 
siderable extent is that the State boiTOws their money from them 
by issuing long-dated loans and using the proceeds to pay off 
short-term debts. The sums repaid flow into the banks and are 
either cancelled altogether or accumulated in idle deposits, with 
further deflationary effects. 

When this situation arises, and purchases of capital assets 
. decline, the consequence is that the volume of ‘savings’ falls off. 
The community as a whole cannot really ‘save’ more than it 
invests in real neo; assets. The individuals and companies that 
‘save’ may indeed, by keeping the money in the banks or putting 
it away safely in gilt-edged securities, be able to hold over the 
purchasing power which it represents, so as to have it for use later 
on. But by refraining from taldng any of the current output off 
the market, they will in the meantime lower the current earnings 
of "industry, and thus cause less in the aggfegate to be either 
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‘saved’ or consumed than would have been if profits and wage- 
incomes had remained at the previous levels. The national income 
as a whole is bound to fall short by the amount which any of the 
recipients fail to Spend on either investment goods or consumers’ 
goods; and accordingly at the next stage there will be so much 
less income to ‘save’ or to consume. The ‘savings’ made and 
lodged in' the bank, or the safe deposit, will not be, from the 
standpoint of the community, real savings; they will represent 
subtractions from the incomes which would have been earned if 
the sums in question had been used in buying either investment 
goods or consumers’ goods or services. 

Many people find this truth hard to master because they 
instinctively think of the aggregate savings of the nation as being 
simply the sum of the amounts which individual citizens save out 
of their current incomes, and fail to seethat the size of the incomes 
out of which these ‘savings’ are made itself depends on the level of 
employment and production. There is a quite natural tendency 
to thirik of the finance of the people as a whole as working in the 
same way as the finance of a private individual, who can set aside 
for saving whatever proportion of his income he pleases. It is not 
seen that the size of the national income depends on the extent to 
which use is being made of the current power to pi'oduce goods 
and services, or that the extent to which these will actually be 
used depends on the readiness of someone to buy what can be 
produced at a price which will cover its cost of production, so as 
to make the producing of it worth the while of the profit-seeking 
business man. If, because a part of cm-rent income is not spent at 
all on current output, prices fall and resources in some sections of 
industry are left unemployed, the national income is bound to 
become smaller, and both investpaent and consumption are 
bound to be cut down. 

Investment under Socialism, 

These are necessary consequences of a profit-seeking economy, 
or of any system that makes the volume of production and 
employment depend on the state of the market- The same con- 
ditions do not exist under a Socialist system, such as has been 
established in the Soviet Union; for there the volume of produc- 
tion is determined, not by the prospects of profit that are enter- 
tained; by business men, but by the quantity of productive 
resources available'* for "use. A Socialist country, desiring to 
achieve the highest possible standards of living, will produce all 
it can, distributing its resources according to its ideas of ‘social 
priorities’ — that is,B of the relative urgency of diffe:^ent ne^s. 
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Such a country will therewith take care to ensure that enough 
income is made available to buy the entire output of industry. 
It may itself purchase all the investment goods it thinks necessary 
to maintain and improve industrial productivity, and distribute 
to the general public only enough money income to buy up all 
the supplies of consumers’ goods and services at the current 
prices, which it will itself have authorised and approved. Or, if 
it leaves individuals to make their own allocations of their 
incomes between ‘saving’ and consumption, it will itself regulate 
the level of public investment so as to ensure that it shall proceed 
at the rate which, is deemed consistent with public needs. It can 
easily do this by borrowing whatever its citizens decide to save, 
and then adding to their savings whatever it deems necessary to 
bring total investment to the required level. Or, if its citizens try 
to save more in the aggregate than it deems to be necessary, it can 
tax them until their saving is brought down to the approved level, 
and can use the proceeds of the taxation to distribute additional 
incomes to consumers, either by such money payments as pen- 
sions or children’s allowances or higher wages to public 
employees, or by supplying free or subsidised services, such as 
free milk or meals or free water supplies or transport, or indeed 
anything it chooses to supply to its citizens, or to some of them, 
at less than cost price. 

A Socialist society stands in no fear of serious unemployment 
precisely because it is easily in a position to start by arranging 
that all the available resources of production shall be employed, 
and then to ensure that the right amount of income shall be avail- 
able for buying what is produced at any levels of jsrices that it 
may choose to endorse. In a society in which production is mainly 
dependent on the motive of private profit, no such simple method 
exists of keeping the total demand for goods and services on a 
level with the total productive capacity. There is, moreover, in 
such societies, a further disturbing factor in the power of banks 
to vary the supply of money in accordance with their own 
expectations of what they can lend with reasonable safety. 

Bank Money and Investment 

Money spent on current products, whatever its source, goes 
into the process of circulation and becomes available for spending 
again. Thus, if business men wish to invest money in new instru- 
ments of production and, instead of borfowinlg this money out of 
anyone’s savings, can persuade the banldng system to create it for 
them, the created money does jiSst as well for meeting the costs of 
the producers as if it had been saved out of cjurrent incomes, As 
414 • ' 


the banking system has this power to create money out of nothing 
— ^ahd in due course to destroy it again — ^there is nothing to ensure 
that the money available for buying capital goods shall not exceed 
the amount which is being currently saved out of incomes. In that 
case, there is nothing to prevent a larger total sum being offered 
for the current product of industry than it has cost to produce 
(including normal profits as part of cost). Producers will then: — 
some or all of them^ — be able to sell their output at a price high 
enough to yield them windfall profits. This is of course a regular 
phenomenon of what is called ‘inflation,’ which consists in the 
creation of additional money unbalanced by an equivalent 
addition to the supply of goods and services. 

In What Sense are Savings and Investment Reallf Equal? 

I do not propose at this point to go further into the questions 
of monetary theory which are involved in this process of creating 
money out of nothing through the banks. Here my point is simply 
that in capitalist societies the act of ‘saving’ and the act of ‘invest- 
ment’ are two quite distinct and separate acts, and that there is 
nothing in the conditions under which money comes into circula- 
tion to ensure that the supply of money for investment shall 
coincide with the amount ‘saved.’ Such coincidence as there is 
• arises only after the event, and is a coincidence not of monetary 
amounts but of real values. There is no real saving except that 
which is made actual by investment in new productive assets; and 
all investment in this real sense must come out in the current 
product of industry and leave so much less potentially available 
for current consumption. 

Yet even this statement may be misleading, though I have done 
my best to fine it down to the bare essentials. For investment 
leaves less available for current consumption only on the sup- 
position that, if the capital goods which represent the investment 
had not been produced, an equivalent supply of consumers’ goods 
or services would have been produced instead. This, however, 
might not have been the case. It might have been impracticable— 
or impracticable without loss of productive power— to transfer the 
resources required from the production of capital goods to that of 
consumers’ goods; and, if such a transfer was impracticable, 
abstention from the investment would not have increased— or at 
any rate not proportionately— the supply of consumers’ goods. 
Of course, this involves that if the capital goods had not been 
made, there would have been tather some unemployment or 
some use of resources for purposes for which they were ill- 
adapted. Such diffiftulties, involved in the shifting oF resouraes 
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from one use to another, are always bound to arise where there is 
a shift in the relative demand for capital goods and consumers’ 
goods. They are, however, only variants on the difficulties which 
arise whenever the structure of demand changes. It may be a 
great deal easier to shift from making butter to making gramo- 
phones than to shift from making gramophones to making stockings. 

Conclusions 

The broad conclusion to the argument of the foregoing pages is 
that there exists under the so-called ‘free’ capitalist system no 
mechanism for keeping the flow of ‘investment’ in line with the 
flow of ‘savings,’ or for ensuring that either shall proceed at a 
reasonably even pace. Let us try to see what will happen when 
either or both streams alter pace. - 

(1) If the flow of ‘savings^ drops behind the demand for moriey-'for 
Hnvestmenty either investment must be slowed down or a part of the 
demand must be met out of newly created mojiey. A slackening of the 
flow of ‘savings,’ if it occurs apart from a fall in total incomes, 
must mean more spending on consumption. It will therefore mean 
a larger demand for consumers’ goods and services, requiring a 
shift of resources to the making of those things from the industries 
which make capital goods. But a larger demand for consumers’ 
goods will mean a larger demand for the means of making them— - 
that is, for the types of capital goods used in the industries which 
make consumers’ goods. This will be only in part offset by a fall 
in the demand for other capital goods; and the effect will be a 
stimulus to investment. The money for this, in default of unused 
savings, will be met by newly created money, which will have the 
effect of raising prices for both capital goods and consumers’ 
goods. At least a mildly inflationary situation will arise. In other 
words, a community which Wishes to avoid inflation must, in one 
way or another, save enough out of current income to pay for the 
supply of new capital goods needed to supply what economists 
call its ‘propensity to consume.’ If the citizens do not save enough 
of their own accord, the State must do what is needed for them— 
for example, by taxing them more heavily and app^ing tire 
proeeeds to works of capital development, thus removing the 
need to resort to bank-created money. 

( 2 ) If, on the other hand, the supply of ^savings’ runs ahead of the 

demand for investment, the State must either reraise 4he. level of investment 
by embarking on 'public works’ which would not otherwise have been 
taken in hand {or not till later), or must tax savings and apply the proceeds 
to stimulating consumption in one or another of the ways we have already 
dismissed, f' ■ 
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(s) If the demand for ‘investment f whether or not it is in balance with 
the supply of savings,, is too low to provide for the increase of productive 
power at a satisfactory rate, or to keep the industries which make capital 
goods reasonably employed, the State must take steps to increase the level 
of investment, either by embarking on useful public woi-ks, or by 
offering subsidies or other forms of stimulus to private investment. 
It will be observed that I have used the words ‘satisfactoiy’ and 
‘reasonable.’ These may appear to be question-begging words, 
sadly wanting in precision. I have used them because there is no 
instrument more precise than common sense for deciding what is 
a satisfactory rate of increase in productive power, or what level 
of employment in the industries making capital goods is to be 
regarded as reasonable. There is no ‘scientific’ answer to the 
question — How large a proportion of its anndal income ought a 
nation to consume, and how much to set aside for increasing its 
future productive capacity? Many considerations enter in — ^for 
example, the prospects of change in population, the willingness to 
postpone consumption in order to consume more in the future, 
the need to speed up industrial development in the heavy indus- 
tries for the sake of national defence. These questions can be 
answered only in relation to the particular circumstances of each 
case, and even so only by common sense and not with the 
exactitude of science. 

(4) If the demand for investment seems too high, in relation to the 

probable demand for the future services of industry, the State must take 
steps to damp down investment, either by abandoning or postponing 
some of its own plans for public works, or by deterring private 
investors. But in what sense can the demand for investment be 
too high, save that which we have considered already, when it is 
running ahead of the supply of •savings so as to create an 
inflationary situation? Apart from this, investment can be too 
high only if it either involves an unduly low standard of living in 
the present— too much postponement of present to future con- 
sumption — or is proceeding in a lop-sided fashion-— too much 
' investment of some kinds as compared with others, threatening 
a relative superfluity of some foims of productive equipment. 
When the danger takes the latter form, the right course is to take 
steps to correct the disparity, rather than to decrease the total of 
investment. Such lop-sided investment has been very liable to 
occur in capitalist„bootps from the early days of the canal and 
railway ‘manias.’ It cannot be corrected without a much greater 
control over investment policy tl^n capitalist States have hitherto 
possessed; : , 

(5) In a SocialisHountry, the entire state of affairs is different, be<;ause 
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tli£ State controls investment directly, and can determine both its amount 
and its direction. Even if private saving continues, and the State 
borrows the money which its citizens save, the volume of volun- 
tary saving can have only such influences on the flow of invest- 
ment as the State allows it to have. The State may, no doubt, 
regard a high propensity to save on the part of its citizens as a 
reason for increasing its own level of investment; but it need not 
do so. It can iirvest either more or less than its citizens save, 
raising the more by taxation or by levies falling on the costs of its 
socialised industries and services, or handing back the surplus in 
social benefits or services for the citizens’ present enjoyment. The 
State has a certain quantity of productive I'esources at its disposal, 
and its task is to make the best practicable use of them in meeting 
the citizens’ wants and needs. Naturally, it will do its best to use 
them all: it will not need to fear any unemployment arising out of 
cyclical failures in demand. It will not need to adopt measures to 
correct cyclical fluctuations, save to the extent to which these ai’ise 
in the field of foreign trade. That complication apart, it will 
simply not allow cyclical fluctuations to occur, 

(6) To the extent to which conditions in a Socialist society are upset by 
the impact of forces from outside, it will be easier to apply corrective 
measures, because the State will be able to arrange directly for the 
transfer of resources, to the extent to which they can be trans- 
ferred, or for the marketing at home at special rates of surplus 
goods no longer saleable abroad, or for bulk exchanges of goods 
with foreign countries so as to maintain trade in face of a 
depression. 

• (7) States need not be either loo per cent, capitalist or too per cent. 

Socialist in their econo^nic arrangements. There can be intermediate 
varieties, to which intermediate conditions will of course apply. 

(8) The foregoing considerations strongly suggest that in order to deal 
effectively with teridencies towards economic fluctuation, the State, f its 
institutions be mainly those of capitalism, needs to possess adequate power 
to control both the level and the broad direction of investment and consump'^ 
tion, or in other words both to secure that available productive 
resources shall be fully employed and to determine what propor- 
■ tions ofthem are to be devoted to the making of capital goods and 
of consumers’ goods and services. This power must include that of 
managing the rate of interest, so as to ensure that capital shall be 
available for industry at reasonable cost, ;gmd State itself 

shall be able to borrow cheaply whenever it wishes to institute 
public works or to stimulate private investment or consumption 
' with the aid of borrowed money. Such control over interest rates 
evidently involves control of the banking system, and especially 


9 

of the Central Banlc, which is the principal instrument for making 
money plentifiil or scarce and thus influencing its price, which is 
the rate of interest. 

(9) Given this power, there is no reason why the State should not be 
able to remove all serious internal causes of fluctuation even from a 
capitalist economic system. This, however, cannot be done in practice 
without serious difficulties and disadvantages unless the State 
is in a position, when desirable, to embark on a wide policy of 
economic development in publicly oiwned industries and services, 
such as transport, power-supply, and building. If such services as 
these are in private hands, and the State has to proceed by way 
of subsidies and other inducements to private investment, there is 
certain to be much waste and friction in the working of a policy 
of State-induced capital construction. If, on ihe other hand, the 
State owns and operates through its economic agencies a wide 
range of capital-consuining services, it can apply the needful 
stimulus dii’ectly to the most depressed industries with the 
minimum of dislocation. 

(10) Nothing can prevent depression in other countries from reacting 
unfavourably on any country which normally depends much on foreign 
trade. But the same powers as enable a State to deal with internal sources 
of depression will make it better able to deal with external sources, pro- 
vided that it has not fettered its freedom of action by international 
agreements inconsistent with the correct measures of adaptation. 


CHAPTER VII 


CONCLUSION TO PART III 

l aoME BACK NOW TO THE point from whicH I embarked 
on the analysis contained in the preceding chapter. There should 
be no shortage of jobs either in this or in any other country for 
those who are available to work at them now that the war is over 
—any more than there was while the war was in progress. The 
ways of preventing, unemployment are known; the techniques 
which can be effective in preventing it are waiting to be applied. 
Even if we do not fully agree about the reasons for fluctuations in 
the demand for labour or for the maladjustment of the powers of 
production to the demands made upon tliem, we do agree quite 
enough about what actually happens to make the natm’e of the 
appropriate remedies plain. To the extent to which we still dis- 
agree about what ought to be done, we are divided not so much 
by divergent views as to the means of preventing unemployment 
as by disputes about the desirabihty of applying the remedies^ 
now that we know what they are. Of course, this is not how 
those who are against applying the remedies arc accustomed to 
state their case; but this is what it really comes to in the finql 
analysis. 

Individualist Illusions 

First, /there are some who sjiill profess to believe that the only 
real remedy for unemployment is a complete return to laissezr 
fairs, including the destruction of trade union power to bargain 
about wages and conditions, as well as of State interference in a,ll 
its forms . It is not easy to take this line of argument seriously, both 
because such a return is obviously out of the question, and 
because there is not a tittle of evidence that, even if it were 
possible, it would achieve the supposed result./ The nearest 
approach to this imagined paradise of free entk'prise is, pre- 
sumably to be found either in Great Britain in the first half of 
•fhemineteenth century or in the United States before the New 
Deal; but I have yet to learn that qitherbf thSse can be cited as 
an example of even tolerable freedom from unemployment. It is 
-no doubt possible to conceive of^an imaginary economic system 
in which every part is perfectly adjusted to every other, and a 
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condition of perfect equilibrium is regularly sustained by the 
unregulated play of competitive fox'ces, without any intervention 
by the State; but such a system never has existed, in the world, 
and it is safe to say that it never could exist. Moreover, if it 
could, it would have to be perfectly stagnant and unprogressive, 
in order that its balance might not be upset. The persons who 
conceive systems of this kind are mathematically minded pro- 
fessors, with no knowledge of the real world and a strong prefer- 
ence for a quiet life. One reason why they like imagining such 
systems is that it is much easier to teach students about them than 
about real things, which are awkwardly untidy and irregular. 
They have even a place, for this reason, in the process of learning 
academic economics; for they can serve as useful demonstration 
models of certain economic concepts at an elementary stage. 
Unhappily, those who begin by using them for this J^urpose are 
very apt to fall in love with their symmetrical charms, and to say 
that, if the real world is not like them, it ought to be. But the real 
world is the real world, with alTits untidiness, and not the 
emanation of a mathematician’s notion of order. 

Is Full Employment compatible with Freedom? 

Secondly, there are some who denounce proposals for main- 
taining employment as unworkable mainly on the ground that 
they would destroy hu man freedom. It is often difficult to discover 
whethertEOTe who take thlsTTne'm'e arguing against full employ- 
ment policies as unworkable or undesirable; for they commonly 
attempt to have it both waysjl' Briefly^ what they try to show is 
that the adoption of a system which would give the State final 
control over the volume and direction of investment and con- 
sumption would (fl) dry up the springs of enterprise, and 
{b) involve forced labour. The first of these contentions is of 
coui'se the long-familiar argument against Socialism and in 
favour of capitalist enterprise. It rests on the belief that economic 
progress depends on the incentive of private profit, that men of 
business ability will do their best only when they are allowed to 
make large fortunes out of the public, and that this same spirit 
permeates all forms of economic activity. It is argued that public 
ownership of industry generally, or of any industry, will dry up 
initiative and invqjitioij, and result in a dead level of routine, and 
that State control of investment will have the same effects. One 
answer to’ these contentions j? that the adoption of a very 
thoroughgoing form of Socialism in tlie Soviet Union appears to' 
have been so far* from producing these effects as qx have been 

■ '421 


followed by the greatest spurt of economic progi’ess that any 
country has ever known; and this is perhaps the answer most 
likely to convince. A second answer is to enquire whether, in 
Great Britain, the Central Electricity Board, or the London 
Passenger Transport Board, which are examples of public enter- 
prise, have been worse managed or less enterprising than the coal 
industry or the steel industry or the cotton industoy, which have 
been in private hands. Advocates of ‘private enterprise’ usually 
talk as if the great financiers aj^d company promoters made the 
inventions which lead to progreji; but how seldom is this the case, 
and how seldom do those whmnlalce new scientific discoveries 
reap any considerable share in the profits derived from them! 
It would be as true, or truer, to represent the financiers and com- 
pany promoters as doing their best to prevent the development 
of new discoveries which threaten their expectations of profit, and 
scientists and inventors as moved rather by the spirit of scientific 
discovery than by the prospect of personal gain. Most of those 
who have contributed greatly to scientific advance in modern 
times have been salaried woi'kers; and nothing is more remark- 
able to-day than the speed with which the younger scientists 
have been experiencing conversion to a Socialist outlook. 

The contention that full employment is inconsistent with 
freedom because it involves forced labour is plain nonsense. Why 
should it involve forced labour, except in the sense in which man, 
under any system, must labour in order to live? There will be no 
less diversity of jobs under a planned system than there is under 
capitalism: indeed, there will be a greater diversity open to each 
individual, because it will be, as we have seen, an essential part 
of planning for full employment to diver.sify industry in each area 
so as to provide a wide range of alternative jobs. Usually, the jobs 
open to a boy or girl on leaving school are the jobs that are avail- 
able locally. Forced labour exists in effect wherever a whole town 
depends mainly on a single firm or line of business; for that 
inevitably means the forcing of many square pegs into round 
holes. There is no reason whatsoever why full employment should 
involve in peace any such compulsory ‘direction’ of labour as is 
required in war. The only form of direction that will be needed is 
that, where there is a shrinkage of a particular industry for which 
men or women have been trained, the surplus workers will not be 
entitled to claim that society shall mainfj^ih tjiem permanently 
in idleness even if they remse to train for an alternative job 
{chosen by themselves from amoqg those which require workers). 
'But do those who allege that full employment involves slavery 
mean to extejnd the principle Of unconditional public maintenance 
438 " 



to the workers under the system they prefer? They ? R 
no sign of wishing to do this. V ' ' I $ t 

Would Full Employment destroy 'Discipline'? I 

Thirdly, it is argued in some quarters that full em^ 

mean a breakdown of industrial discipline. This cot 

into plain language, means that hitherto the workers have 'Been 
coerced into accepting the conditions of capitalist employment by 
the fear of Ipsing their jobs, and jhat if this fear is removed they 
will refuse to do afair day’s woid-pI do not believe this; but I do 
not at all deny that there is sr Ostance behind the contention. 
The workers will not, in any consMerable numbers, refuse to do 
a fair day’s work when they are no longer afraid of the sack; but; 
they will refuse to do a fair day’s work except in return for fairj 
wages and conditions. The virtuaL abolition of unemployment asf 
a source of fear will greatly increase working-class bargainingi 
power. It will make matters impossible for the sweating employer- 
and for the manager-foreman who believes in driving men with- 
out attempting to lead them. It will alter radically the conditions 
of industrial discipline, and will compel us to revise the system of 
incentives by which the main body Of the people has hitherto 
been driven to laboui'. 

This, however, does not mean that industrial discipline will 
break down. It means that the workers in general will have to be 
satisfied that industry is being carried on for the common 
advantage, and not for the profit of the few at the expense of the 
many. It means .that collective self-discipline, involving collective 
self-government, will have largely to replace a discipline imposed 
on the ordinary workers from outside and from above. The exist- 
ence of a policy of full employment, directed , to getting 'things 
done in the best proportions for -me satisfaction of real human 
wants and needs, will be one good assurance that production is 
socially worth while; and the wartime evidence of Production 
Committees goes to show that the workers are very ready to 
respond in most cases to an appeal to give of their Isest for an 
end which they accept and recognise as their own. I do not 
dispute that full employment will involve large changes in 
methods of factory discipline and management: I do altogether 
deny that the changes need be such as to make for a worse 
productive response. 

This is not because. P suppose all men to be angels, or motives 
of self-interest to be of no account. The incentiyes of . piecework 
earnings and of promotion for i&erit can ^e applied to any extent - 
desired under a .gystem of full employment, and will certainly 


fQll^anue to have very'great force. I do not suggest that men or 
^^ omen will in most cases give of their best, day in and day out, 
•solely because they know their woi'k is useful or because good 
work has become a question of ‘good form.’ I suggest this least 
■of all where the work is dull or unpleasant, or becomes before 
long a matter of endless repetitive routine. Other incentives are 
plainly needed, besides the spirit of service. The real question is, 
Withm what framework of social relations will these other 
' ' incentives work best? My answer is that the best, and the only 
democratic, way of applying them is within a framework not of 
:;fear and coercion based on economic inferiority and insecurity 
jj butjof coroperation in a common cause. 

Would Full Employ fnent mean Bureaucracy? 

Fourthly, it is sometimes argued that full employment means 
economic planning, and economic planning means bureaucracy, 
which every man, except the bureaucrats, hates in his heart. 
I myself so share in this hatred of bureaucracy — ^personified for 
me in the senior oflicials of the Civil Service and of the Treasm-y 
in particular — that this argument does not leave me unmoved. 
It would be, I agree, a horror if full employment meant letting 
our lives be managed by the suavely obstructive gentlemen who 
select themselves for entry to the higher ranks of the Civil Service 
and are favoured for promotion in it. But the answer to this 
objection is not ‘Give up full employment!’ but ‘Change the 
Civil Service!’ Of the methods by which it can be changed 
I have written elsewhere, i and there is no space to go into the 
question here. I can only say that, in ray view, a Civil Service fit 
to run a progressive economic policy is not consistent with the 
almost complete security which the Civil Servant, efficient or 
inefficient, at present enjoys, or with the sharp separation of 
public from private industrial experience, or with the control 
exercised by that fount of reaction, the Treasury, over pro- 
motions, or with the segregation of national from local govern- 
ment service, or finally with the class system which still stands in 
the way of the upgrading of good men from lower to higher posts. 

Reform the Civil Service how we will, bureaucracy will remain 
a danger; for the jack in office will be with us always. But bureau- 
cracy is a danger less of Socialism than of the attempt to avoid it. 
Bureaucracy is at its worst when the burSaucfht is set to exercise 

1 Sec my contribution, “A Better Gwil Service,” to Can Planning be Demo- 
•<araiv:? (Fabian Society), 1944, Sec also Chapter VII of Part'll of the 
present work, pp. 3636?. , 
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control without responsibility for actually doing the job he 
controls; for this divorce breeds a sense of frustration on the side 
of those who are controlled, and at the same time a purely 
negative attitude on the part of the controllers. Control by the 
State over the community’s economic affairs is, under the coH'* 
ditions of. to-day and to-morrow, an inescapable necessity. It will 
tend much less to bureaucracy if it takes the form of actual public 
administration than if the State sets itself, without taking over 
the administration of industries and services, to give orders from 
outside. Actual taking over of industries would mean taking over 
the existing staffs of technicians and managers, wherever they 
were doing their jobs reasonably well. It would not mean sacking 
the meii now in the operative posts and putting Wliitehall 
officials in their places. It would mean devising new methods of 
recruitment and promotion suited to the conduct of publicly 
owned industries— not replenishing them by the existing forms of 
civil service examination. Bureaucracy is pre-eminently a danger, 
not of Socialism, but of the controlled capitalism which is the 
only alternative to Socialism under the conditions of our time. 

Employment, or Leisure? 

Fifthly, it is sometimes said that what we need is-. not ‘full 
employment,’ but fuller leisure. I have agreed earlier that 
employment is not an end but a means— a means to a higher 
standard of living for our own people and for the world as a whole. 
I want to reduce ‘employment’ by raising the school age and thus 
taking more young people out of industry; by making it easier 
for old people to retire on decent pensions when they are no 
longer fit for steady work, and for* ill or otherwise unfit people 
also, whatever their age; by giving everyone reasonable holidays 
with pay; and by reducing the hours of labour wherever they are 
unduly long in relation to the work to be done. But I do not 
agree with those who apparently hold that we could manage 
with, perhaps, four hours’ work a day all round, and still produce 
enough to meet all our real needs and, wants. Very likely, the 
time is coming when we shall be in a position to do this; but 
I am sure it has not come yet. We need, in order to lift our own 
people out of poverty, a great deal more production than we 
should get by keeping everyone steadily at work at the existing 
•levels of efficiency; and we should need much more, even if 
we were content to do nothing ^ help people very much poorer 
than ourselves. Possibly, when we organise our industries more 
sensibly, output will be so increased that we shall be .able greatly 
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to reduce the hours of labour; but at this point I think it fair to 
issue a warning. The problem of producing enough to make 
evei7body well off may be within sight of solution; but it has 
not been solved yet, and it would be the height of folly on om- 
part to count our chickens while they are still unhatched. 



PART FOUR 


POST-WAR BRITAIN 




CHAPTER I 


POPULATION 

When WE SET OUT to consider the prospects of the British 
people, the question of population faces us on the very threshold. 
How many of us are there likely to be? That is one part of the 
question; but it is not the whole. We have also to ask how the 
future population of Great Britain is lilcely to be distributed 
among different age-groups — children, ys-ung people, older 
people still fit for regular work, retired people — or, more simply, 
between producers and non-producers. We have, moreover,, to 
try to answer these conundrmns not only for the next few years 
but for a longer time ahead ;|for the plans we make for the future 
of our country will obviously depend in part on the size and 
structure of the population. For example, we cannot leave this 
consideration out of account in planning for the construction of 
schools and houses, for the creation of new or the extension of 
existing towns, or for accommodation of every sort and kind, 
from cradle to grave. / 

/It is, however, never easy to make pop vtlation forecasts for 
more than a few years ahead. There are too many uncertain 
factors. Population depends on three fadtors — number of births, 
number of deaths, and migration into arid out of the country — 
and all these may alter. The number of births may alter, either 
because the number of women* of child'^bearing age alters, 
or because fertility — the number of children to each woman — 
alters. It may also be affected in any year or stretch of years by 
the larger or smaller number of marriages — a factor much 
influenced in the past by economic prosperity and depression, 
as well as by such disturbing events as wars. In general, however, 
the marriage rate will have more effect on the number of children 
born in particular years than on the number born to a whole 
generation of women over their whole period of child-bearing. 
It is true that earlier marrying may do something to increase 
total fertility; but an iigcrease in the number of children born in ' 
a particular year or stretch of years may not be a net gain: some 
of it may be an anticipation of children who would have been 
born later if tlieir parents had postponed marriage. The two 
critical factors in determining the number of births are the 


number of women capable of bearing children and their average 
fertility. 

■ ihe number of deaths may alter either because there are more 
or fewer people to die, or because of those born more or fewer 
survive infancy — always a critical period — or because those who 



survive infancy tend to live longer or dig sooper in the normal 
way, or because some abnormal event, such as a war, or an epi- 
deniic, or (in backward or wa^ryesolatcd countries) a famine 
sweeps away some of those who would have lived longer if it had 
not occurred. , 
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' Migration may alter, either because more or fewer people wish 
to leave their country and can find some other ready to receive 
them, or because a country is ready to receive more immigrants 
and can find people willing to settle in it, or because more or 
fewer persons who have emigrated come back to their native 
countries, or because, as may happen particularly after a war, ? 
people ate driven from one country to another even against 
their wills. 

It is peculiarly difficult to make valid population forecasts in 
time of war, not only because no one can tell till a war is over 
how many deaths it is going to cause or how many births it is 
going to prevent, but also because wars are profoundly upsetting 
to men’s habits, and continue to exert an influence on births, 
deaths and migration long after the fighting has stopped. They 
may also have a big effect on the distribution of population 
between State and State without any physical movement at all, 
if boundaries are changed so that, for example, persons who were 
subjects of Poland become citizens of the Soviet Union, or 
German subjects become Poles or Frenchmen by national allegi- 
ance. It was quite impossible to say during the war what 
the population of any one country or of Europe or of the world 
as a whole would be when it ended, or at any date after its 
ending. All this, however, does not mean that we can say nothing 
at all. There are known tendencies, which we can go some way 
towards evaluating, though we cannot express the results in exact 
forecasts. In another section of this book, I have discussed popula- 
tion trends as they affect other countries and continents. In this 
chapter, apart from a few preliminary comparisons, I am con- 
cerned only with Great Britain. ■ 

British Population Prospects 

It is easy enough to state the position of this country in general 
terms. The long period of increasing population that has lasted 
since the eighteenth century, if not longer, is coming to an end; 
and there is eveiy sign that the population of Great Britain will 
fail in the near future. Moreover, uffiess the trends of recent years 
are sharply fevefied (as they show some sign of being, though not 
sharply enough as yet), theTall, once it begins, will continue at a 
rapidly increasing rate^This prospect, which is based on the hard 
fact of the decrease in nhe number of girls already born who ■wUl 
be reaching the childffiearing period of life at various future 
dates, can be invalidated for a Considerable time to come only by 
a large inez’ease in fertility — that isj?in the average size of families, 

■ ■ , ■ ■■ " 431 


which has been faHmg*fast in recent times. Secondly, the popula- 
tion of the coming years will have a very different age-distribution 
from that to which we have been accustomed. There are likely to 
be fewer children and many more old people over the normal age 
of retirement; and among those of working age there are certain 
to be many more in tire older age-groups, from '45 to 64, and 
many fewer in the younger groups, from 15 to 44. The' total size 
of the working population will not, apart from war casualties, be 
much affected for some time to come, as the decrease in the 
number of children and the increase in the number of old people 
will to some extent cancel out; but of course war casualties will 
tend to aggravate the scarcity of persons in the younger groups 
of working age. 

These are highly important and significant changes. The latest 
estimate of what they are likely to meair is that of the League of 
Nations Committee which was responsible for a study of European 
population prospects, published in 1944. The estimates made in 
connection with tliis enquiry take no account of war casualties or 
of migration. They arc estimates of what would have happened 
to the populations of the various countries if pre-war trends had 
continued and if there had been no war. On this basis it is 
reckoned that the population of the United Kingdom up to 1970 
would have been likely to alter as follows: 

League of Nations Estimate of Population op Unitisd Kingdom, 
1940-70, ON Basis of Pre-war Trends 
{Millions) 

Acbtal Proiecled 

1039 1940 1945 1050 1055 1950 1965 1970 

England and Wales 4.1 -aG ao-q 4.1 u ao-c) aom. 3g-6 38'4, 37-1 

Scotland . . 5-02 5-05 5-15 5-21 s'as 5>2a 5’i7 S'oo 

Northern Ireland . i‘30 i'39. 1-33 1*36 i'37 I'SQ i’39 i‘38 

Total, U.K.. . , 47-78 47*2 47-6 47-5 47-0 46‘a 45*0 43*6 

Eire . . . 2-95 3-02 3-08 3*14 s-ig 3'2S 3*24 3’24 

In December, 194.5, the actual civilian jjopulation of the United Bon^dom 
was estimated at 45,278,000. The number’ in the Armed Eorces and Aimllary 
Services was 3,857,000. But I am not sure whether there was some element Of 
overlap^ between these figures. Atan’y rate, the actual population, despite war 
casualties, substantially exceeded die League of Nations estimate, 

Thus, on an estimate which excludes the effects of war, the 
population of Great Britain (without Northern Ireland) was 
reckoned as likely to fall from the actual tot^ of 46,478,000 in 
1939 to 42,200,000 in 1970, or by well over 9 per cent. It is true 
that the Registrar-General, in an official White Paper prepared 
before the war but not published until 194s, put forwax’d a very 
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different forecast, in which he showed the probable population 
of Great Britain in 1971 as nearly 46,000,000; but this forecast 
rested on astonishingly high estimates of increasing fertility 
among women, and I have not met with any statistician who is 
prepared to defend it. It has been most thoi-oughly demolished by 
Dr. R. R. Kuczynski in a criticism published by the National 
Institute' of Economic and Social Research; and it is quite out of 
harmony with the forecasts made by other authorities, such as 
Dr. Enid Charles and Dr. G. G. Leybourne. It seems best to 
ignore it. 

Effects of. Falling Population 

A fall of 9 per cent, in total population, even when we add to it 
whatever may need to be added as a consequence of the war, may 
seem at first sight to many people no great matter, or even a 
blessing. Will not a fall in population make it easier to find work 
for those who remain, easier for Great Britain to solve its food 
problems, easier for us to provide the means of good living for 
every citizen? The answer, unfortunately, is ‘No’ in each case. 
Unemployment, as we have seen in the opening part of this work, 
existed between the wars not because there were too many of us, 
but because we mismanaged our affairs. A large population, 
yielding a large market, makes it easier to produce goods cheaply, 
and thus helps to raise the standard of life wherever there are 
means of setting it to work with the requisite supplies of capital 
goods to help its labours. Our ability to feed ourselves will depend 
mainly on our ability to supplement home production with 
imported foods, especially of kinds which we cannot produce 
cheaply at home; and our ability to afford these imports depends 
on the efficiency of our home industries in producing exports to 
exchange for them — ^which efficiency is likely to be raised by our 
having a large home markety- 

But this is not nearly the whole of the reason why a fall in 
population will bring us disadvantage. The fall will not, as we 
have seen, be evenly spread, so as to leave the composition of the 
population unchanged. It will take the form mainly of a sharp 
decrease in the number of children born. This will affect the size 
of the working population only as these children reach working 
age (whatever that may be in the future); but as they do it will 
reduce the numbers; available to replace in our industries and 
services those who'die or retire. This will mean that there will be, 
each year, fewer relatively young workers and a higher propor- 
tion of the relatively old. The latter may be, man for man and 
woman for woman, just as good workers as their juniprs;_ but iQaey 
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will be definitely less adaptable to new jobs, and it may be of 
great importance to us, in view of rapidly changing techniques 
and products, to possess a highly adaptable labour force. More- 
over, to the extent to which women continue to give up paid 
employment on marriage, there will tend to be a reduction in the 
total number of women available for work outside the home and 
in the proportion of employed women to all women. Earlier 
marriages would also make in tliis direction; but of course the 
position would be altered if habits chairged in such a way that 
a larger propoztion of maixied women continued to take paid 
work.i 

Let us try to see what is likely to happen to the age-distribution 
of the British People, on the assumptions made in the League. of 
Nations enquiry. Tlfc relevant figures are given on p. 435. 

As against a fall in total population of 9 per cent., tlrere will 
have been in Great Britain, on the given assumptions, a fall in 
the numbers under 15 of 412 per cent., and a I'ise of 58 per cent, 
in the numbei’s over 65. The population between 15 and 64 
will have fallen by only 6 per cent.; but, whereas those between 
15 and 44 will be fewer by 21 per cent., those between 45 and 64 
will be more numerous by 25 per cent. Actually, on account of 
war losses, the changes are still more unfavourable to youth. 

Why are we confronted with this disagreeable prospect— for 
disagreeable I think most people will hold it to be? The increase 
in the number of old people is of course to be expected as a result 
of the steady tendency for life to be prolonged by better hygiene, 
better medical knowledge and attention, better nutrition and 
living conditions, and greater social security. In the decade 
1871-81 the crude death rate was 21 4. per thousand of popula- 
tion, whereas in the decade 1921-31 it was only 1 2 •!. This crude 
rate includes the factor of infant mortality, for which the rate fell 
from 146 per thousand in 1871-81 to 72 in 1921-31. A better 
comparison, though it cannot be made over so long a period, is in 
terms of the average expectation of life. At the age of one (i.e. 
excluding infant mortality) the average expectation in England 
and Wales in 1911 was 57^ for a man and rather over 60 for 
a woman. By 1937 it was 63I for a man and nearly 70 for a 
woman. By that time men who had lived to be 50 stood an 
average chance ofliving to be 71, and women of living to be 74. 

1 In December, 194.5, the number of women workers," including those in tlie 
Armed Forces, was over one million higher than in iQsg; but by December, 
1946, it was less than three-quarters or 1 million higher. Exclusive of tlidse in 
the Armed Forces and Auxiliary Services, the number of Women workers 
was45,o94^oooJn 1939 and 5,710,000 ini December, 194,6. 
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League op Nations Foiiecast op Population of United Kingdom in 
Age Groups, 1940-70, on Basis of Pre-war Trends 
{Millions) 


A. Under 15 

England and Wales 
Scotland 

mo 

8-6i 

1-23 

Per cfitU.f 
W40 

81-07 

84-33 

1950 

7‘59 

1-14 

mo 

6-16 

0-97 

mo 

4-89 

o-8i 

Per cent. 
1970 

13-18 

16-91 

Total, G.B. . 

9-84 


8-73 

7-13 

5-70 


Northern Ireland . 

0-34 

86-57 

0-33 

0-29 

0*24 

17-80 

Total, U.K. .. . 

io‘i8 


9-06 

7-42 

5-94 


Eire . 

0*8 

86-47 

0-76 

0*70 

0-61 

18-75 

B. 15-44 

England and Wales 
Scotland 

19-25 

2-38 

47-1 

47-0 

18^58 

2-41 

16-99 

2-37 

14-91 

2-19 

40-8 

43-2 

Total, G.B. . 

31-63 


20-99 

19-36 

i7*xo 


Northern Ireland . 

o-6o 

45-7 

0-63 

0-65 

0-62 


Total, U.K. . . 

22*23 


21-62 

20*01 

17-72 


Eire . . 

1-34 

44-6 

1-47 

1-52 

1-46 

46-1 

U. 45~^4 

England and Wales 
Scotland . . 

9‘33 

1-03 

88-83 

80-38 

10*20 

1*14 

1 1 -30 
1-32 

11 - 5 ° 

1-45 

30-87 

88-43 

Total, G.B. . 

10-36 


11-34 

12-62 

12-95 


Northern Ireland . 

0*24 

18-78 

0*27 

0-32 

0-36 

86-80 

Total, U.K. . 

io- 6 o 


11 -61 

12-94 

13-31 


Eire . . , 

0-58 

19-13 

0-60 

0-69 

0-83 

25-60 

D. Over 65 

England and Wales 
Scotland . . 

3-68 

0*42 

9-0 

8-38 

4-53 

0-49 

5-11 

d-54 

5-84 

0-64 

15-74 

12-47 

Total, G.B.; . . 

4*10 


5-02 

5-65 

'6-48 


Northern Ireland, 

,■ C?12r.-, 

> 9-85 - 

0-13 

, '0T3 , 

0-16 

n -36 

Total, U.K, . ■ . 

4-22 


V. 5 - 15 > 

^ 5’:78 : 

:> 6-64 


Eire . . . 

0-30 

9-88 

0'31 

; 0-32 

»°- 35 : 

10-89 
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The Fall in the Birth Rate 

No one, I imagine, will wish this tendency to be reversed. The 
bad thing is not the prolongation of life, but the failure to hold it 
in balance by maintaining the number of young people. Over the 
period from 1871-5 to 1931-5 the crude birth rate per thousand 
of population fell from 35-4 to 15-3 — a rate which was approxi- 
mately maintained between 1935 and 1939. The fall was not at 
a uniform rate: there was a particularly sharp fall during the 
first World War, followed by a post-war ‘bulge’ which made up 
a part, but not the whole, of the loss. After the ‘bulge’ the fall 
again became sharp, and was. again accentuated during the 
depression of the early ’thirties. In the years just before the war 
there was a slight recovery, due to a considerable increase in the 
number of marriages, many of which had been postponed during' 
the slump. Between 1931 and 1938 the number of married women 
under 40 rose by more than 10 per cent,, whereas the population 
increased only by 3 -z x^er cent. The maintenance of the birth rate 
during the years just before 1939 was therefore not a clear sign of 
any real reversal of trend. It was a ‘bulge’ like that which followed 
the first World War, though on a smaller scale. 

It is, however, a notable fact that the number of births, after 
a small initial setback, continued to rise during the years of war. 
Here are the annual figures, compared with the average of the 
years 1935-9; , 

Number or Live Birtiis and of Marriages in the United 
Kingdom, 1935-9 and from 1940 


1935-9 (average) 



Live births, 
OOO's 

724 

Marriages, 
OOO's 
422 ' 

194.0 




S 34 

1941 



704'' 

448 

1942 . . , 



775 

489 

1943 ... 



8to 

345 

1944 • • 



872 

349 

1945 , • • ■ • 



V 802 

455 

1940-5 (average) 



780 

427 


Thus, the number of marriages rose sharxfiy in 1940, and there- 
after declined, rising again as demobilisation began in 1945. The 
number of births began to rise in 1942, and reached its peak in 
1944. Wartime allowances and the improved treatment of chil- 
dren and nursing mothers under wartime conditions obviously 
played a large part in these tendencies.: It is stilf a matter of 
uncertainty how much of the wautime rise in births is anticipatory, 
and how much stands for a real increase in fertility . 

It. is c^sy 'to see that if the birth rate had continued to fall at 
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anything like the pace at which it had been falling in the Jjre-war 
decades, no possible decline in death rates could have countered 
its effects on total population. Nor is there room for such a further 
fall in infant mortality as would materially redress the balance 
between youth and age. Infant mortality varies a good deaf from 
year to year, with a general tendency to fall. In England and 
Wales it was 76 per thousand in 1921-5, 68 in 1926-30, and 62 in 
1931-5. In subsequent years up to 1939 it was 59, 58, 52 and 50, 
rising in the next two years to 57 and 60, but falling to 51 in 1942 
and less than 50 in 1943. The lowest rate in any country in 1939 
was that of Holland, which was 34. Norway and Sweden had 
rates of 37 and 39, Switzerland one of 43, and the United States, 
for whites only, 44. There is, then, room for improvement in this 
respect; but even if our rates were as low as the Dutch, the 
number of those born who would survive infancy would only be 
increased by less than 2 per cent. This would be much; but it 
would not materially affect the problem of age-distribution in the 
coming decades. There is room for greater improvement in 
Scotland, where the infant mortality is a good deal higher — it 
was 69 in 1939 and the same in 1942; but even this would not 
much alter the general picture. In Great Britain as a whole, out 
of every thousand children born, 81 more survived infancy in the 
decade 1921-31 than in 1891-1901. If we had in the meantime 
pulled our rate in 1939 down to the Dutch level 1 19 more would 
have survived. Evidently this is a matter on which social reformers 
ought to concentrate their attention. 

Why was the birth rate falling so fast? The phenomenon of 
decreasing fertility is by no means peculiar to Great Britain. It 
has been occurring over most of Western Europe and in the 
United States as >vell. The countries with the highest birth rates 
are not the old, advanced industrial countries, but predominantly 
peasant States. Mexico, Egypt, Chile and India head the list of 
those for which up-to-date figures are available. Among European 
countries, Rouniania, Spain (before the Civil War), Portugal, 
Yugoslavia and Poland head tire list. Japan comes just between 
Portugal and Yugoslavia. The Soviet Union is known to have a 
high birtli rate, but there are no up-to-date figures. The highest 
level in Western Europe is that of Holland— 20-6 in 1939, as 
compared with 45 in Mexico and 26 in Yugoslavia and Japan. 
Germany, where tjie Nifizis had made great efforts to r-aise the 
rate, was just behind Holland. Our rate for Great Britain~i5-3 
in 1939— was among the lowest- of all. It. was the same as 
Belgium’s and rather higher than the rates in Sweden and 
France,"' ' i , ■ 
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Usually high birth rates and high death and infant mortality 
rates go together,'' White South Africa is a notable exceptionj and 
at a lower level of births so are Holland^ New Zealand, Canada, 
and Germany. New Zealand, with a birth rate of over 20 
per thousand, a death rate of under 10, and an infant mortality 
rate of 42 in 1939, is excelled only by Holland in its favourable 
combination of the three rates. Here are the 1 939 rates, compared 
with the 1942 rates, for fifteen countries, chosen as illustrating 
widely different situations: ' 


Birth ano Death Rates for Rifteen Countries, iggg and 1942 





Excess 

Infant 

wior- 



Excess 

ll 


Birth 

Death 

of 

tality 

BiHh 

Death 

of 

ialUy 


Mle 

rate births 

im 

rate 

rale 

rate births 

ms 

riUe 

England and Wales . 

15-1 

if6 

3-5 

50 

i5'6 

ii'i 

4'5 

51 

Scotland . 


I2'6 

5'i 

69 

i7'6 

i3‘3 

4'3 

69 

U.S.A. (whites) 

i6'9 

10-3 

6-6 

44 

20'9 

lO'I 

ID'S 

40 , 

Germany 

20-4 

12-3 

8-1 

60 . 

H'9 

ia-4 

2-5 

66 

France 

I4-6 

15-3 

-0-7 

63 

14-5 

i 6'9 

-2'4 

71 

Holland . 

ao '6 

l5-6 

la'O 

34 

21-0 

9'5 

11-5 

40 

New Zealand . 

ao-a 

9-8 

i 0'4 

42 

23-1 

Il'O 

I2't 

3 

Mexico . 

4,5‘0 

23' I 

21'9 

123 

45'5 

22-8 

227 

India ... 

33'0 

ai '8 

I1'2 

167 

30'0 

22'0 

8'0 

163 

Japan . . 

26-3 

i 7'6 

8-7 

II 4 

29'9i 

15 - 4 ^ 

I4'5 

— , , 

Roumania 

28-3 

i 8-6 

9-7 

176 

24-4 

I9'5 

4-9 

183 

Sweden . 


11-5 

3'4 

39 

17-7 

9'9 

7-ij 

29 

Canada . 

20-3 

9-6 

i 0'7 

61 

23*4 

97 

i3'7 

54 

Australia . 

i7'7 

12 'C 

5'i 

38 

ig-i 

to -5 

8-6 

39 

South Africa (whites) 

25-3 

9'4 

1 

15-9 

=1941 

49 

25'a 

9'4 

i5‘8 

48 


Why the Birth Rate has Fallen 

' Various reasons have been given for the low and falling pre-war 
birth rates of most of the more advanced countries. The spread of 
birth-control by contraceptive methods is one explanation: the 
increasing desire of parents not to have moi'e children than they 
can expect to bring up under good conditions and start off well in 
life is another: the growing emancipation of women is a third: 
and the desire of both parents to live a life less tied to home 
responsibilities is a fourth. A fiftli is that the later age at which 
children begin earning has made them more of an expense and 
less of a help to their parents; and a sixth is that, with the more 
mobile civilisations of to-day, the desire i;o perpetuate the family 
hi its traditional surroundings has lost some of its force. There is 
nothing inconsistent in these explanations, and probably every 
one of these factors has had its effect/ There is no way of deciding 
qua,ntita;tiyely their several degrees Of importance: nor can there 



be, for men’s and women’s motives are mixed, and sharp separa- 
tion of the factors would be unreal. It is probably true that the 
increase of town-dwelling makes for smaller families, though 
peasants, as in France, have been known to practise limitation 
very effectively. And I thinlc it is also true that uncertainty and 
the critical spirit, as against either apathetic acceptance or 
positive feeling of great things to be done, make for a reduced 
desire to have children. 

At all events, the phenomenon has existed, whatever stress 
should be laid on its various causes.^ And it is of long standing — ■ 
a persistent tendency of our times/ It is unlikely that it will be 
much affected by the institution of family allowances, desirable 
as these are in the interests of a better quality of citizen. True, the 
evidence from Countries which have adopted such plans is not 
convincing, as in most cases the allowances have fallen a long 
way short of the cost of keeping a child. But it seems unlikely that 
even larger allowances would have a considerable effect. Though 
it has been shown again and again that malnutrition is most 
prevalent in the largest households, it by no means follows that 
the fear of going short is the main reason why most families are 
smaller than they used to be. 

This is not to deny either that children’s allowances are a 
thoroughly good thing, or that they might help in raising the 
number of births if other factors were also favourable. I am 
inclined, however, to place the main stress elsewhere — above all, 
on the social attitude pervading the people. If we can get back to 
a sense of assurance that our civilisation in this country is worth 
while and advancing, and that there are great deeds to be done 
and good hope for everybody who is prepared to do his best, 

I believe such an assurance will do* much more than any scheme 
of purely material inducements towards increasing the birth rate. 

We must, however, realise that, even if there were to be a 
substantially greater willingness to have children, many of our 
population problems would still remain. No change in the 
number of births can affect for a long time the age-compositidu 
of our working population, or reduce the balance between 
younger and older workers for longer still. Nor, of course, can a 
greater nrunber of births affect the growing population past 
working age that will have to be maintained by the labour of 
those who are fit io w<)rk, or the proportion they will bear to 
working population for the next fifteen years or more. Indeed, an 
increase in the number of children wlU obviously increase for the 
time being the proportion of non-workers to workers, and will 
thus impose a heavier burden on those who are able |o work. 
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Only as the children grow up and become workers will the 
position be reversed, and the proiDortion of producers be again 
able to rise. As a matter of fact, Great Britain and other countries 
with low birth rates have at present a higher proportion of 
working to total population than countries such as the Soviet 
Union in which children are far more numerous. 

It will be agreed, in the light of what has been said, that we 
ought to take steps to increase the number of births in Great 
Britain. The need would have been made even more evident if, 
instead of looldng forward only to 1970, I had ventured to make 
use of forecasts extending still further. The really sharp pro- 
spective decline in the British population indicated by the pre- 
war statistics was due to occur not before but after 1970, and 
this decline may still be expected to occur unless the recent 
change in the trend of the birth rate proves to represent a per- 
sistent change in fertility, and there is accordingly a lasting rise 
in the numbers of children born. 

Reproduction Rates 

In order to make this clear, it is necessary to consider rather 
more closely the conditions on which changes in population 
necessarily depend. The crude birth rate — number of births per 
thousand inliabitants — states the facts, but is of little use as a 
means of forecasting the future. The number of births to be 
expected depends not only on the total size of the population but 
on the number of women of child-bearing age and on their 
fertility. We know already for a considerable number of years 
ahead how many women of child-bearing age there can possibly 
be in Great Britain, apart from the possibilities of immigration or 
emigration; and therefore wt^ have the means of knowing how 
many children there will be at any given level of average fertility 
among these women. This is the basis on which alT modern 
population forecasts are made. They begin by taking the number 
of women who will be available to bear children, and then apply 
to this number certain assumptions about average fertility based 
on recent trends. The conclusions thus reached are expressed in 
the form of ‘reproduction rates,’ The ‘reproduction rate’ shows 
to what extent, on the assumptions made, the population is 
tending to maintain itself, or to increase, or to decrease. A rate 
Of I means that it is tending to maintain <itself»unchanged, a rate 
higher than i that it is tending towards increase, a rate lower 
than I that its tendency is towards a fall in population. What it 
shows is not directly what the population is expected to be at any 
future tihie, -but how the number of -women of child-bearing age 
i'440. ■■■■ 
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in the next ffeneration will differ from the number at present 
alive. 

There are two ‘reproduction rates/ the ‘gross’ and the ‘net.’ 
The ‘gross reproduction rate’ shows how many gh'ls are expected 
to be born in the generation to come: the ‘net reproduction rate’ 
shows how many are expected to survive so as to be available to 
produce children in their thrn. The latter is arrived at by using 
the tables showing the expectation of life, which are available for 
some countries, but not for all. There are no means of compiling 
either gross or net reproduction rates for most of the more back- 
ward countries; but for most of the more advanced they can be 
ari'ived at without too great a margin of error. 

The net reproduction rate is obviously the reidly significant 
figure. If it stands at i, a country is just tending to maintain its 
population of child-bearing women unchanged, and therefore to 
maintain its total population unchanged unless fei'tility alters in 
the next generation. In England and Wales the net reproduction 
rate stood in 1938 at 0'805, after falling as low as 0-738 in the 
slump year, 1933. Take it as I'oughly 0-8 for 1939. This meant 
that to every hundred women now of child-bearing age there 
would be born, unless conditions changed, only 80 girls who 
would live to child-bearing age in their turn; or, in other words, 
that the population showed a tendency to fall by 20 per cent, in 
a single generation. On the same assumptions, these 80 women 
would leave l.iehind them only 64 women of child-bearing age to 
replenish the population, and they in turn only 5 1 , even if there 
were no further fall in fertility, so as to bring the net reproduction 
rate below 0 -8. If we were to assume instead that fertility would 
continue to fall at the rate at which it has been falling in recent 
decades, we should reach the conclusion that the population of 
England and Wales would be nearly extinguished in the course 
of the next century. But it is not, of course, necessary to assume 
anything of the sort, though we cannot merely assume, either, 
that nothing of the sort will occur. It all depends on what 
happens to fertility; and that, I have said, depends in my opinion 
mainly on whether the people of this counti7 feel on the whole 
hopeful or pessimistic about the future. This, however, is only my 
: opinion:,! do not pretend that it has any scknVific basis.' The data 
for forming a icientifia opinion on the matter simply do not, and 
perhaps cannot, exist. 

How does this situation of ours compare 'with that of other 
countries? I have set out in th^ Chart on page 44,1 the latest 
available pre-war net reproduction rates for a number of countries 
for which they fan be reckoned. It will be seen that, with the 
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exception of pre-Nazi Austria, only Switzerland was about on a 
level with England a,nd Wales, and the same, despite Scotland’s 
higher rate, is ti’ue for Great Britain as a whole, with its combined 
rate of approximately oB. But it will be seen also that Holland 
and Eire were the only countries of Western Europe in which the 
rate exceeded i, that the United States, Canada and New Zea- 
land stood at a little over i and Australia at a little under, and 
that of the White Dominions South Africa alone (white population 
only) stood high. The problem is common to nearly all the 
economically advanced countries. Even Nazi Germany, with all 
its eiforts, had not raised births to the level needed for maintain- 
ing its population. Japan had the highest known rate, and 
Portugal the highest rate in Europe. Th^re is no means of 
calculating a rate for the Soviet Union; but itls almost certainly 
high. 

Migration 

’There is, of course, one factor affecting population of which 
account has still to be taken. The size and the composition of a 
people can be affected by migration — to say nothing of forcible 
mass deportation — as well as by the numbers of births and deaths. 
Immigration has been a principal factor in the very rapid increase 
of population in the United States, Argentina, and some of the 
Dominions; and emigration has done much until recent years to 
slow down the rate of increase in many parts of Southern and 
Eastern Europe, Hn Great Britain, migration has been in the past 
a highly variable factor. Up to 1^31 each decade showed a con- 
siderable surplus of emigrants;^ but the flow varied greatly 
from time to time, usually in accdrdance much more with the 
attractiveness and readiness to receive immigrants of the countries 
of the New World than with the changing conditions in Great 
Britain itself. We are not, of course, here concerned with the con- 
tinuous flow of emigrants from Ireland throughout the nineteenth 
century, which has cut down the population of that country from 
iriore than 8 millions in 1841 to little more than 4 millions now. 

i In the decade 1871-80, net emigration from Great Britain 
accounted for a loss of population of nearly i per cent., and in 
1881-90 of more than 2I per cent. In the ensuing decade the loss 
was bdy of i per nent.^ but it rose again to nearly a per cent, in 
igoi-io and to over a per cent, in 1911-ap. In 1931-30 it was 
1 4 per cent. Only .with the adveftt of thC: world slump &d immi- 
gration into Great Britain come to exceed emigration— mainly 
because of the return of British nationals who had losftheir means 



of living abroad. From 1931-7 the average annual increase of 
population through migration was nearly i| per cent. 

We shall get a better picture of what has been happening to 
the national forces affecting the growth of population if we 
eliminate this variable factor of migration. I have done this in 
the following Table: . 


Change in Population in Great Britain as apfected by 

MIGRATION) 1871-1938 


A 

Avtraga 
annual 
increase in 
pofiulaiwn, 
per 1,000 

Averaae 
annml- - 
loss or {;ain 
bv mii’.miion, 
per 1,000 

hwrtasr. in 
populatum 
if tlm 

ilifect effect 
of ndgration 
is eUminated, 
per 1,000 

1871-81 . 

13*0 

"- 0*9 

I 3‘9 

1881-91 . 

JO-6 


I 3‘2 

1891-igoi 

II -3 

» 0'3 

1 1 -6 

igbi-n . 

9-8 

-1*9 

”■7 

igii-ai . 



6-7 

igai-31 . 

. 4-6 

- 1-3 

5'9 

1931-8 . 

• 4’4 

1931-7 +f 4 ' 

3-0 


The final column here comes much nearer than the first to 
giving a picture of the results of changes in the forces affecting 
survival, though of course emigration, as a selective process which 
removes people in the prime of life more than children or elderly 
folk, has also important indirect effects on the rates of births 
and deaths. 

^ What is likely to happen in this matter of migration, as far as 
Great Britain is concerned, now that the war is over? The net 
infiow of returning emigrants, we may hope, will cease, if the 
world, and more particulardy the United States, succeeds in 
managing its economic affairs a good deal better than it did in 
the inter-war period. If policies of full employment are carried 
into effect in the leading countries, there will be no economic 
compulsion to send emigrants back defeated to their native 
countries, whether they will or no. This, of course, does not mean 
. .that no emigrants wilTreturn; for some may. come baclt of their 
own free will. But it probably will mean a resumption of the net 
outflow from the more densely populated countries to those witlr 
larger undeveloped resources. 

Even with policies of full employment attempted, it may be 
Tegarded as doubtful whether there is likely to be any large-scale 
. resumption of British emigratio* to the United States. I say this, 
partly because I doubt the capacity of the United States to make 
1 Excluding war deaths abroad. 
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a full employment policy work without much larger social 
changes than seem probable there in the near future, and partly 
because I doubt the willingness of the Americans to accept imnai- 
grants in really large numbers, though they will presumably 
continue to prefer British immigrants to those from the more 
backward countries, which need emigration more. There is much 
more likely to be a resumption of emigration to the British 
Dominions. Canada is now at a stage of extraordinarily rapid 
[ economic development, and should be capable of absorbing 
I additional workers at a considerable rate, if its affah's are reason- 

f ably well managed and it can avoid too much contagion from the 

{ instability of the United States. Australia has learnt from the war 
I situation to be more eager to attract white immigrants and, let ris 
I hope, to manage the business of settling them ■^i'ith less inefficiency. 

New Zealand has a fine record of expanding prosperity. South 
Africa, with its high rate of national increase, is less likely to 
attract settlers, because it has never been a country in which the 
English emigrant can prosper without capital, 
j Even if emigration does become a factor making for further 

I decrease of population in Great Britain, it is unlikely to be com- 

!■ parable in importance with the factors I have already discussed, 

f It should, however, be noticed that, from the purely British stand- 

point, it is a factor of strongly adverse effect. Emigration, I have 
said, is a highly selective process. It tends to take away just those 
younger jvorkers whom this country will be least able to spare, 
and to increase the proportion of older people in both the total 
and the working population. There may be other reasons for 
encouraging it; for we have no right to take a narrowly insular 
view, or to stand in the way of those who see a better prospect of 
success and happiness overseas. But we must not blind ourselves 
to the truth that any large-scale emigration will be bound to 
aggravate our own social and economic difficulties at home, even 
if it brings compensation in the form of expanding markets in 
the newer countries. 

Economic Effects of Population Changes . 

' What is the general upshot of this chapter? First, the declining 
population with which we are threatened will not tend to cure 
I our unemployment problem, if we are foolish enough to allow 
•5 such a problem to ejist: ;Q,or vffil it make for an improved standard 
I of living for those who remain. Its economic effects will be 
j definitely adverse; for it will me^ an ageing population, includ- 

I ing a higher proportion of elderly, retired persons for the 
producers to maintain and, among the producers, a higljpr 
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proportion in the older age-groups, and therefore less adaptability 
to the demands of changing techniques and changing events. 

I We ought accordingly to do all we can to arrest the decline; 

I but no measures that can be taken will prevent us from passing 

I through a dilBcult period, in which the average age of the adult 

; population is bound seriously to rise. Even if we succeed in 

ij increasing the fertility of the present generation of women, it will 

I be a long time before our working population can return to a 

1 satisfactory age-structure, and in the meantime the elfect must 

! be in the long run to increase the proportion of non-workers to 

workers in the total population. In particular, we are facing a big 
reduction in the numbers of boys and girls entering gainful 
occupations; and we are proposing further to reduce the supply 
of juvenile labour hy raising the school-leaving age. This, of 
course, will affect the numbers of new entants only in the years 
in which the raising actually takes place; but it will permanently 
reduce the total supply. Nevertheless the higher school-leaving age 
is a thoroughly good thing, both from the standpoint of citizen- 
ship and the quality of life and from that of production— -for it 
should lead to a great improvement in the intelligence and 
efficiency of labour as a whole. But it vidll obviously call for a 
considerable change in the methods of using juvenile workers. 
There will be in future none to spare for blind-alley occupations 
or for merely routine jobs which provide no real training. It will 
be necessary to make the most of every young worker by training 
him or her for the highest type of work which is within his or her 
capacity. It is especially important to allow those whose teaming 
has been interrupted by the war to return to it under the best 
possible auspices, and to pick up as best may be the arrears of 
effective education which have been caused by wartime dis- 
organisation of schools, by evacuation, and by the general upsets 
of the time. 

Effects on Labour Supply 

Apart from war casualties or changes in social habits, the 
actual .size of the worlung force in Great Britain is not likely to be 
very different in the near future from what it was before the war. 
The League of Nations estimates already cited give, for Great 
Britain, a total population between the ages of 15 and 64, first 
rising slowly from 3a millions in 1940 to^ 38,380,000 in 1950^ and 
then falling, at first slowly, to just over 30 imllions in 1970. The 
slight rise up to 1950 will be pjore than offset by the raising of 
the school age; and accordingly working population will decline 
b'^ more th^n the total of war casualties unjess the numbers are 
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made up by an increase in the proportion of women in 'gainful 
employment,’ or by a postponement of the normal age of retire- 
ment. The latter seems highly unlrkely, in yiew of increasing pro- 
vision for pensions; but it may be desirable to take steps at any 
rate for a time to encourage elderly persons who are still fit for 
work to remain in employment in order to make good some of 
the gaps left by the war in the nation’s working force. In the 
main, however, these gaps must be filled, if they are filled at all, 
by greater employment of women outside the home. 

How to Check the Fall 

This raises the question whether such employment need make, 
as it undoubtedly might, against an increase, in fertility. Earlier 
marriage would be likely, by itself, to mean earlier retirement 
from ‘gainful employment.’ But could not the conditions of work 
be so arranged as to avoid this necessity? This is partly a matter 
of making really adequate provision for paid absence from work 
before and after childbirth, and partly one of better provision 
both for the care of children during working-hours, including 
communal meals at school, and for better restaurant facilities for 
adults as well as their children. A larger female working force 
involves changes in social habits and provision, including a con- 
siderable development of the practice of taking meals outside the 
home. There has been an extensive development during the war 
of arrangements both for looking after children in creches and 
other centres and for I’estaurant provision in municipal and 
factory restaurants and canteens; and if we want more married 
women to remain at work it will be indispensable not merely to 
maintain but greatly to extend these types of provision. They arCj 
of course, desirable on other grounds, quite apart from this; for it 
is important to do all that can be done to lighten the labours of 
women in the home, and well-run communal restaurants and 
social centres could make a gi-eat contribution to the development 
of the spirit of community and to the breaking down of the 
domestic isolation which is so marked a feature of many of the 
newer urban settlements. These aspects, however, fall beyond the 
scope of the present chapter. What is plain is that, whatever else 
we do, we must endeavour to arrest the prospective fall in popula- 
tion if we are not all to be worse off; and I think it is hardly less 
plain that the best wa^;^f setting about this is, by our general 
policy and courageous’ handling of our problems, to put back 
hope into the people’s hearts. ® , 
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THE NATIONAL INCOME 

How WELL OFF IN TERMS of material goods and services is 
the British people in a position to be in face of the serious losses 
which it has undoubtedly suffered as a consequence of the war? 
Such a question admits, of course, of no positive answer, because 
it all depends on the use we make of our means of creating wealth 
and on our success hi exchanging what we make for the products 
we need to get from abroad. It depends partly on our enlploy- 
ment policy; for obviously a nation cannot expect to be well off 
if it persistently leaves a substantial part of its man-power unem- 
ployed. But it depends on more than that; for it is quite possible 
to employ all the available workers, but to use their services with 
so much inefficiency that they produce far too little to satisfy the 
needs of the people. It is also possible so to misdirect the use of 
man-power that even if total production is high most people go 
short of necessary goods while a few enjoy the luxuries to which 
preference has been given in the allocation of resources. Finally, 
it is possible to have to go short of some things we vrant because 
we cannot persuade foreigners to buy enough of our own products 
to provide us with the means of paying for the imports we should 
lilte to acquire. 

The problem of national wealth and welfare is thus partly one 
of using the available resources to the full, partly one of using 
theih as efficiently as possible, partly one of allocating The 
resources and dividing the product so as to achieve the best social 
result, and partly one of the successful conduct of inteniational 
j trade. Nor can we leave out of account the conditions under which 
the creation of wealth takes place. It may be preferable to do with 
rather fewer material goods and services than we could produce 
if we all worked to the last ounce of our physical energy, or if we 
paid no attention at all to the pleasurablencss or irksomeness of 
the conditions in our mines and factories. We have in fact to take 
account not only of the usefulness, or utility, of the products of 
labour, but also of the ‘disutilities’ involved dn producing them. 
We have to strike some sort of balance between our desire for 
more goods and services on the''one hand and, on the other, our 
desire for leisure to enjoy them and for satisfactory conditions 
while we aih engaged in production. 
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The Measurement of National Income 

There is clearly no way in which we can exactly measure these 
things one against another. Some of the older economists used to 
suppose that this got done for us, so as to achieve the best result, 
by the mere higgling of the market. They were content to accept 
‘demand’— the prices buyers were ready to pay — as measuring 
accurately the ‘utility’ of everytliing bought and sold and to 
argue that, if a man worked for a certain wage, it could be 
assumed that the ‘utility’ of the wage exceeded the ‘disutility’ of 
the labour with all the conditions attached to it: so that, by 
merely letting things alone, we could be sure that the right things 
would get produced, because more would be offered for them 
than for other things, which would tlrerefore not be produced, 
and the right balance would be struck between work and leisure. 
I doubt if anyone now seriously defends this fantastic view, which 
rests on a series of evidently false assumptions. It was assumed, 
for example, that a man was free to refuse to work if he found the 
conditions unduly irksome, and even to stop working at any point 
at which he thought the ‘disutility’ of further labour exceeded the 
‘utility’ of what he could earn by working more — as if a man in 
a modern factory could pack up and go home when it suited him 
or refuse to work on Mondays or Saturdays or whenever he felt 
disinclined to get out of bed in the morning. It was also ass u med 
that the offer of a higher price meant that the thing for which the 
higher price was offered represented so much more ‘utility’ — 
though clearly the prices people are prepared to offer for things 
depend not only on how much they want them but also on how 
rich they are. A rich man can outbid a poor man very easily, but 
it does not follow that a thing for which he is prepared to offer 
represents more utility than a thing-for which a poor man cannot 
afford to offer more than I j. ■ ‘ 

Needs y Wants and Demands 

Wealth and welfare are social concepts, and the things on which 
societies put the highest valuations vary from society to society, in 
accordance with differences in social structure. A society in which 
incomes are fairly equally distributed will have different: scales of 
valuation from a society in which gross, inequalities exist. More- 
over, the distribution of power, as well as of incomes, affects the 
issue. A society in jvhich power is concentrated in the hands of 
a small upper class will probably: care very little whether the con- 
ditions under which the wOrldng^classes labour are good or bad; 
whereas the more deniocratic a society is in its distribution of 
power the riiore it will be likely to care about the conditions ^of 
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labom'j as well as the iWards. It will, however, be impossible in 
any society so to arrange the affairs of wealth-production as to 
make sure of reaching the best conceivable result. We cannot 
mathematically subtract the ‘disutilities’ of production from the 
‘utilities’ ; nor can we even make certain that the gross sum of the 
‘utilities’ shall be the largest that could be created with the 
amount of labour and other resources we are able and' prepared • 
to employ. We cannot do this latter, because there is no 
quantitatively accurate standard which we can apply all round. 

If we give up, as we must, the belief that ‘utility’ can be simply 
. measured by what buyers are prepared to pay, we necessarily 
adopt a double standard of what it is worth while to produce. 

Of some things we say that they ought to be produced in certain 
minimum quantities, because they are needed, irrespective of how 
much people are prepared to pay for them of their own wills: 
beyond these minima, and in relation to the entire supply of 
things we do not regard as indispensably needed, we adopt a 
different standard, and are content to go by what people want, 
and to accept the measurement of wants by what people are pre- 
pared to pay, provided, but only provided, that we are satisfied 
that incomes, and therewith the abilities to translate wants into. ‘ 
^ demands, are reasonably distributed among the people, 

The Double Standard and the Social Minimum 

Let me illustrate what I mean by this double standard. We say 
nowadays that every citizen ought to have a tolerable education 
and a tolerable house over his head. We therefore measure our 
requirements in schools and houses, not by what people are pre- 
pared to pay for education or house-room, but up to a certain 
point by what we think they need, whether they can or are willing 
to pay or not. We are rapidly coming to think in the same way 
: about nutrition, and to argue about our food supply in terms not 
of the sums people are prepared to spend on food but of human 
needs. We are also coming to apply this principle of minimum ' 
need to medical attention; and of course we apply it to an increas- 
ing extent in a number of other fields — 'to parks, open spaces, 
playing fields, green belts, and amenities of living in town and 
country, and, in wartime, to a great many other things besides. 

Where this principle of minimum need^ is re^cognised, there are 
three ways of applying it. One is for the community to take the 
responsibility of seeing that everybody actually gets the necessary 
minimum of the particular good or service. That is hoW we deal 
with schooling and are proposing to deal with doctoring. It is also 
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the method we use in supplying free milk or meals to children and 
other special classes. The second way is for the community, with- 
out actually supplying the service, at any rate free of cost, to take 
steps to make it artificially cheap, in order that more people may 
be able to afford enough of it to meet their needs. This is the 
method which is followed in subsidising the rehousing of slum- 
dwellers or overcrowded households. The third way is for the 
community still to leave the supply of the service to the higgling 
of the market, but to take steps to raise the incomes of those who 
are going short so as to enable them to purchase adequate 
supplies. This is what we do in the cash benefit social services, 
from health and unemployment insurance and assistance to old 
age and disability pensions; and it is what we have recently done 
in instituting children’s allowances in the foz'-m of cash payments 
to the parents. 

The more equally incomes are distributed in a society, the less 
likely are its members to be going short in considerable numbers 
of things which they really need. But this argument must not be 
pressed too far. Some quite well-to-do parents might neglect their 
children’s schooling, or eyen their elementary needs in respect of 
health or nutrition; and some grown-ups would continue to live 
in insanitary dwellings even if they could afford better ones, and 
better ones were to be had. Even if there were no poverty, in the 
sense of a sheer inability to afford the necessaries of decent living, 
soime people would need to be kept up to the mark in the right 
spending of their incomes, and it would still be desirable for the 
State to ensure for all, by communal provision, good education, 
good medical attention, good housing conditions, and a number 
of other basic requirements of the good life. A society of equals, 
or near-equals, in the matter of incomes could, however, if it 
thought fit, safely leave people to allocate most of their spending 
in their own way, and could allow the character of the national 
production to be settled for the most part by the demand for the 
various goods and services. It would be a question of convenience 
only whether to extend or restrict the range of communal pro- 
vision; and the right answer would depend on social habits and 
on the general conditions of living prevalent in a particular 
society. The ancient Spartans, like the ‘dons’ in Oxford and 
Cambridge to-day, fed together at a communally provided table; 
but it does not foyowq^hat this is desirable Or necessary to the 
spirit of community. People may prefer to feed in their own 
homes, or to have an ample su;^ly of restaurants at which they 
can take their meals when, so disposed, and pay for them accord- 
ing to their varieties of taste or habit in eating and dririking. ^^ 


Social Incomes in Kind 

On the other hand, where incomes are very unequally dis- 
tributed there is a stronger case for pushing communal provision 
further than it need be pushed under conditions of greater equality. 
Even when, by means of children’s allowances, we have made it 
possible for the poor to feed their children adequately, they will 
Idc able to do so only by refraining from using the additional 
income in other ways which represent other real needs or very 
ui’gent wants. Therefore many, talcing inequality for granted, 
have argued that 'it is safest to provide goods and services — 
I'elief in kind — rather than money, in order to be sure that the 
needs in question will be met. This may be unavoidably necessary, 
where poverty presses hard; but how much better would it be to 
make an end of such poverty, so that we might be free, as a com- 
munity, to consider, without such fears and on grounds of con- 
venience alone, whether it is best to deal with this or that need 
by communal provision for meeting it, or by giving everyone 
means enough to satisfy it for himself and his dependants without ' 
undue deprivation of other things! 

Strictly speaking, a want is for soniething which a roan desires 
for himself and of his own accord, whereas a need is for something 
that he ought to want, either for himself or for others. The dis- 
tinction cannot, however, be sharply drawn; for we usually think 
of the purchases of a household as expressing its ‘wants,’ though 
they include what the parents buy to meet their children’s ‘needs.’ 
Needs in this narrow range find expression in the prices offered in 
the market without any public inteiwention, whereas the State, or 
some other public or charitable body, has to intervene in order to 
arm with purchasing power needs which the individual possessors 
of income are not prepared,, or are not able, to translate into 
market demands. Wherever we draw the line, there has to be a 
double standard, unless we are prepared to say that the State 
ought to leave it entirely to private possessors of income to decide 
what to buy, even if that means unhealthy, uneducated children 
or aged people starving in garrets and cellars or profligate expen- 
diture on things that are positively noxious. Only the most 
extreme individualist can be in favour of this; but of course many 
less doctrinaire individualists would like to get as near to it as 
they dare. The pi'actical question is, where to draw the line 
between providing collectively for men’s need|, or taking steps to 
stimulate the consumption of useful and discourage the consump- 
tion of noxious things, and levying each person to spend his 
income as he pleases without any attempt to influence or direct 
his choice. 


Taxes and Subsidies 

Society, we have seen, has an alternative way of providing for 
the better satisfaction of what it deems to be men’s needs, if it 
does not see fit to supply these needs in kind. It can cheapen the 
goods and services of which it desires to promote the use, and can 
make dear those of which it wishes to see less consumed. Most 
modern communities put high taxes on alcoholic drinks, for the 
purpose of diminishing the consumption by rhaking them cost 
more; and on the other side, as we have seen, States subsidise 
education, where they do not provide it free, and also lower 
house-rents by means of subsidies. During and since the war, the 
State has gone much further and. has kept the prices of many 
essential foods low by subsidising the producers. Similarly, in 
time of peace, a national nutrition policy might include the 
supply at cheap I’ates of the range of foods regarded as necessary 
for a balanced diet, while leaving open a wide range of choices 
to suit diffei'ent tastes. 

Of course, subsidies, like grants of cash incomes or of ‘relief in 
kind’ to consumers, have to be paid for. They form part of the 
public expenditure, which has to be met out of taxation or 
borrowing in one form or another. They are ways of altering the 
effective distribution of incomes. In what ways and to what extent 
they alter it will depend on the tax system. The advantage to the 
poorer sections of the people of a redistribution of incomes 
through the social services may be more than cancelled if at the 
same time taxation is readjusted so as to bear more heavily on the 
poor. When we are considering how the national income is dis- 
tributed, we have to go through three distinct calculations, asking 
(i) how it is distributed in the first instance, in wages, salaries, 
profits, interest, rents and fees, (a) "how it is redistributed by the 
grant of benefits under the social services and by the payment of 
interest on public debts, and (3) how the distribution is further 
affected by the incidence of taxation on the various groups and 
classes. • 

What is the National ■ Income? 

With these preliminary considerations in mind, we can proceed 
■to study the size and distributiori of the national income of the 
British people. So far we have been thinking of incomes as con- 
sisting of sums of ropneysi of varying amounts, received by different 
persons in the course of a year either as rewards for some sort of 
work or as payments for the *»se of certain property, real or 
fictitious, of which society recognises 'theni as the bwnei’s, In fact, 
however, the^ wealth of a cpuntry consists of things arid not;, of 


money, which is merely a way— and not always a satisfactory 
way — of expi’cssing the value of different things in common terms. 
If we want to add up a collection of things — say, a man’s posses- 
sions at the time of his death — ^we can do this only by putting 
upon each thing a money value and then adding up these values. 
One cannot add a ton of coal to a house, or even so many pairs of 
socks to so mariy pairs of boots, except by assigning them values; 
and money is the method of valuation which we are accustomed 
to use. Similarly with incomes. CThe real income of the com- 
munity consists of the things it can produce during any given 
period such as a year, minus such things as are needed to replace 
things that wear out during the year, plus such things as the 
commmuty is entitled to receive from abroad without sending out 
anything in return (fnterest or dividends on capital assets situated 
abroad) and minus such things as it has to send out to foreigners 
without return)But we have grown so' used to thinking in terms of 
money rather than of real things and to making our bargains in 
terms of money that it is quite difficult to think back to the 
realities which this money represents. It is easy enough to under- 
stand that the money incomes paid out in the course of produc- 
tion represent the values of the things produced and are in fact 
used mainly in buying these veiy things. But what is owed to us 
from abroad and what we owe abroad are fixed, not as things, but 
as sums of money which vary in purchasing power; and it is not so 
easy to realise that these sums of money also stand for real things. 
Countries can pay their debts only in tilings; for if they pay in 
money, the money must be convertible into things, or no one will 
be ready to accept it. From this standpoint gold is a thing: it has 
a value of its own anywhere, unlike the paper money and the 
token coins which we use for everyday payments. These latter are 
valid only within the country which has issued them : gold is valid 
everywhere, because its value is in itself (intrinsic); and npt merely 
in the words and symbols that are stamiied upon it.^' 

Let us for the moment leave out the complications which arise 
out of debtor and creditor relationships between countries, and 
also those which arise out of foreign trade. Let us confine our 
attention to the national income as far as it consists of things 
which are both produced and consumed within a country. In 
effect, let us take the imaginary example of a self-contained 
country which has no trading or other (jiconwnic relations with 
the Outside world. 

I do not of course mean to imply that the relative value oPgoldandof other 
things is fiifed. any more than the relative value of a ton of coal and of a pint 
of milk. ' I. ' V rr ^ 
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In such a country the national income available for use would 
be the current product of the national man-power, working upon 
natural resources with the aid of capital goods produced in pre- 
vious years. Or rather, this would be the gross national income; 
but in order to arrive at the net national income it would be 
necessary to deduct such products as were needed to maintain the 
existing capital equipment without loss of efficiency. Obviously, 
a community which failed to do this would be ‘living on its 
capital’ and would rapidly lose its productive power; and it is 
most convenient to deduct the necessary provision for mainten- 
ance and renewals at the outset, and to regard as the real national 
income the current product minus this provision. 

Services as Income “ ■ 

The national income consists of services as well as goods. Not 
only transport woi'kers and workers in the distributive trades, but 
also doctors, actors, professional footballers and teachers— to take 
only a few examples — add their quotas to it; for any service that is 
in demand or is regarded as useful and paid for as such is a part of 
production. It is usual to leave out unpaid services, such as the 
work of housewives or the immense amount of voluntary service 
done by all sorts of people in their spare time, though these things 
are also really part of the income of the community. They are left 
out because. there is no means of valuing them in comparison 
with other services, for which people are paid. 

Services, unlike most physical goods, cannot be stored> They 
have to be consumed at once, or not at all. But there is an 
analogy to the provision for replacement of capital goods in the 
need to apply a part of the nation’s man-power to training persons 
in the various kinds of skill so as to replace those who die or retire 
during the year. The nation’s, working force, for the supply of 
goods and services alike, must be kept up to standard equally with 
the capital equipment, if its productive power and therewith the 
national income are not to fall off. 

The national Income Before the War 
There is, as we have seen, no way of adding up all the goods and \ 
services produced during the year except by using money as a " 
common measure. The national income is therefore expressed as 
a sum of liioney. T^e ns.tional income of the Unifed Kingdom in 
1938, the last complete year before the war^ is offlcia,lly reckoned 
to have been about ;^4,6oo miyions, which for a population of 
about 47,600,000 persons, including children as well as adults, 
gives an income of roughly ^^96 per head. 
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This national income was all derived either from the rendering 
of some service or from the ownership of land or other property. 
It does not include in addition such incomes as were drawn by 
persons who contributed neither services nor the use of property 
in return. Thus, no allowance is made for incomes derived from 
social insurance contributions or from rates or taxes, as these 
incomes have to come out of the incomes which are received in 
return for work or the use of property. The recipients of interest on 
the national debt, of war pensions, of help from the Assistance 
Board, or of non-contributory old age pensions are paid out of the 
taxes, which are levies, direct or indirect, upoir other people’s 
incomes. Public Assistance comes mainly out of local rates, which 
are a similar levy. Health and unemployment insurance benefits 
ai'C paid for partly oht of the taxes and partly out of contributions 
levied on workers and employers. There are complications about 
what should be couirted in as part of the net national income and 
what should not; but they need not detain us now. The essential 
point is that the real national income consists of the sums paid out 
for the rendering of sei-vices or for the use of property, and of 
nothing else, however this total may be redistributed subsequently. 
The interest on the national debt is not real ineome in this sense, 
because the national debt is not real capital, and does not repre- 
sent actual pi'operty useful in production. 

The national income, in the sense here given to the term, 
accrues to (i) wage-earners, (2) salary-earners, (3) soldiers, 
sailors and airmen, who get pay from the State for their semces 
and have to be counted as contributing towards the real service of 
national defence, (4) owners of land and buildings, (5) owners of 
other forms of property, who get from it either profits or interest, 
and (6) fee-earners, such as doctors and other professional men 
who work for lees and not for regular salaries. It is impossible in 
practice to separate gi'oup (6) from group (5), and they are 
accordingly lumped together in the following Table: 


Sources; OF Real National Income of the United Kingdom, 

1938 AND 1945 

{From the Budget White Paper, 1946) 

ms 


1 11 Wages . . . , . , . .. . 

2) Salaries . ' ; ,. . , . , , . 

3I Pay and allowahces of Forces ; , 

4) Rent of land and build jngs :. . 

5) Interest, profits and professional ewn- 
ings^ . . :. . . ., 
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I millions of total 


1.735 

1,100 

380 

1.317 

4,610 


37-6 

2a-9 

17 

8’2 

28'6 


1945 

Percent, 
£mlKons of total 

2,840 33-5 

>i8-7 
14-5 
4’5 


1.585 

1,228 

385 

2,445 

8,483 


28-8 


Thus, wages and salaries together accounted in 1938 for 61*5 
per cent, of the real national income, and rent, interest, profits, 
and professional earnings together for 36 -8 per cent., the small 
residue consisting of service pay. It is annoying that these figures 
cannot be broken up further; for we should like to know how 
much of the last item consisted of professional fees, how much of 
fiixed interest on borrowed money, and how much of profits 
dependent on the financial success of business. But this break-up 
could be made only by the Government; and it has not been 
made. Nor can we tell where precisely the line has been drawn 
between wages and salaries, though we should like to know how 
many salaries there are above and below such and such levels and 
how much they account for — ^for obviously; the group, salary- 
owners, includes at one end many persons who belong essentially 
with the wage-earning class and at the other managing directors, 
high civil servants, and others in receipt of incomes of thousands 
of pounds a year. 

In default of this information we can say only that in 1938 well 
over two-thirds of the national income as defined was being paid 
out in return for personal services of all sorts (including those of 
professional workers) and less than one-third as payments for the 
use of property. In the United States in 1938, almost exactly one- 
third of the national income went to property-owners, and 
two-thirds as rewards for personal services of one kind or another. 

Transfer Incomes 

Not included in this classification are the incomes described as 
‘transfer incomes,’ i.e. those paid out of taxes, rates or contri- 
butions levied on the incomes we have counted already. The 
White Paper gives the total of such ‘transfer incomes’ as ^^475 
millions, made up of pensions millions), benefits (^138 

millions), and ‘others’ millions — ^presumably in the main 

interest on the national debt). Some ‘transfer incomes’ went to 
poor people, but the interest on the national debt -went largely 
either to rich people or to institutions, such as joint stock com- 
panies or colleges or banks, which held blocks of the debt among 
their income-producing assets. 

The Distribution of Incomes by Size .*•: ■ ; 

The White Paper* breaJcs up incomes in anothef way — accord- 
ing not to their origin but to their size. In this second total part of 
‘transfer incomes’ is included, biSf not social insurance benefits. 
National debt interest has to be included here, because'.'t swells 
the size of a person’s total income just as much as receij.ts from 
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any other source. The number of recipients in each group is also 
given, but there is of course no indication of the source or nature 
of the income, as many persons’ incomes are made up partly of 
Wages or salarie,s, say, and partly of interest or dividends. 
Unfortunately, there is no indication of the number of recipients 
in the bottom group. 


Distribution of Incomes by Size, United Kingdom, 11)38 and 1944. 
Private Incomes Before and After .Diuect Taxation 


A. igsS 

Under £850 . ^ . 

^030-^500 

iC5<^0-£h000 . 

£i,aoo-£3,ooo , 
£B,ooa-,£io,ooo 
Over £10,000 

Other incomes (mainly paid 
to corporate bodies) 

Total ... . 

3. 1944 

Under £250 
£ 850-;£'300 
£500-;^i>000 • 

£i,ooo-£q,ooo . 
£8,ooo-£to,ooo 
Over £10,000 

Other incomes ^mainly paid 
to corporate bodie.s} 

Total . . . . 


A^^rcf!,atfi Aiip^rcsait 

Number of iiicouio income after 

incomes, before tax’, Per cent, direct taxes, Per cent 
thoxmnds ■£ millions of total £ millions of total. 


— 

2, 681 

53-3 

8,676 

57-8 

1,745 

595 

n-8 

578 

I2-5 

500 

350 

6-9 


g.y 

195 

270 ' 

5'4 

224 

4-8 

97 

360 

7-8 

256 

5-5 

8 

170 

3'4 

84 

i'8 

— 

605 

I2'0 

499 

10-8 


. — 

5.031 

100 

4,628 

100 


3,569 

4I'6 

3.479 

. 49‘4 

5,200 

1,830 

23-0 

1,590 

22-6 

1,400 

995 

9'2 

730 

I0'3 

520 

729 

5-1 

4-54 

,6-4 

117 

415 

4-5 

195 

2*8 

■ 8 

155 

2*1 

30 

0-4 

— 

1,301 

14-4 

573 

8-1 

— 

6,994 

ZOO 

7,051 

100 


The Effects of Taxation 

Thus, more than half the national income, in this extended 
sense, was paid to persons getting less than £,'250, about 19 per 
cent, to persons getting between £^250 and ^bout 

16 per cent, to individuals getting over £1,000 and about 12 per 
cent, to corporate bodies, including educational and phil- 
anthropic ageircies as well as business concerns. But if these 
incomes are reckoned after income tax and surtax (but not other 
taxes) have been deducted from them, the proportions change to 
57-8 per cent.* for those under £)250, (19 'S per cent, for those 
between £)250 and £)ijOOO, la-i per cent, for those over 1,000,; 
and 10-8 per cent, for corporafre bodies. The share of the lower 
group increased, that of the middle group remains nearly 
u»chan^<ed, rand that of the rich is reduced. 


This, howevei', is a very misleading way of stating the position. 
Not only direct taxes on incomes, but all taxes have to be paid by 
somebody; and the poor are taxed (or were before the war) 
mainly by way of indirect taxes on goods and services, insurance 
contributions, and local rates on houses. In 1938 total taxation 
amounted to £i,i6i millions, of which only £^0^ millions is 
included in the deductions made above. Another , 0 146 millions 
consisted of contributions ^to insurance funds and other direct 
taxes, ^424 millions was levied as indirect taxation which entered 
into the prices of consumable goods and services, £16^ millions 
was accounted for by other taxes falling on income, and the 
residue by tax liabilities of all sorts accrued but still unpaid, 

The poorer classes of the community were taxed mainly under 
these other heads, and not directly, as many of them have been 
since income tax was spread much more widely during the war. 
It is impossible to calculate precisely how much taxation was paid 
by those in the lower income groups; but indirect taxes on com- 
modities, insurance contributions, and local rates fell heavily on 
these groups. Colin Clark has calculated that in 1935-6 the 
working classes paid about one-third of the combined total of all 
taxes, local rates, and personal contributions to insurance funds, 
and that the proportion had been I'ising sharply from the 
’twenties, so that it was back nearly where it had been before 
the first World War. It is of course to be taken into account that 
the workers now receive back in social services a great deal more 
than they did in 1913. Colin Clark held that the net effect in 
1935-6 was that about £gi millions were being transferred by 
taxation from the rich to the poor, after debiting to the rich the 
general costs of government and administration. 

How the War has Affected the National Income 

The war has greatly altered the entire picture. As a con- 
sequence partly of higher prices-r~to some extent deliberately 
imposed in order to check consumption — and partly of higher 
output, the money total of the real national income, as defined 
previously, increased from £4,610 millions in 1938 to £8,483 
millions in 1945; but of this total the Government was claiming 
a very large fraction to cover war expenditure. Some of this went 
on pay and allowances to men and women in the forces and to 
their dependants; i^ut a great deal went on paying §3r war supplies, 
both imported and home produced. In 1938. the total expenditure 
of public bodies on goods and sfn'ices, , including capital goods, 
was £941 milhons. In 1944 it was no less than £5,256;.millions, 
and in 1945 £5,059 milhons, or appreciably more than tic entire 
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national income of 1 938. Nor was this the sum-total of public 
expenditure; for it does not include ‘transfers,’ such as debt 
interest, benefits and pensions. Total public expenditui-e in 1945 
reached the colossal figure of millions, but of this about 

^1,140 millions consisted of ‘transfers’ millions), subsidies 

Expenditure on Peusonai. and Public Consumption, 1938 and 1945 

* ms mc) 


A. Personal Consumption 
(i) Comumbiion at Market Prices 

(a) Food ..... 

lb) Drink and tobacco 

(e) Rent, r.ates and water . 

(d) Fuel and liglrt 

(e) Other household goods 
(J) Clothing 

(e) Reading matter . 
p) Travel and vehicles 

(i) Entertainment . . . 

(j) Other services 

tk) Other consumption 

(/) Incomes in kind of H.M. Forces 

Total . . . . . 

Adjustment^ . . . 

Total ..... 

S State Subsidies to Consumption 

Consumption at Market Prices, plus 

Subsidies 

(4) Deduct /( ic/h wI Taxes on Consumption 

(5) Personal Consumption at Real Cgst , 


B. Public Consumption op Goods and 
Services 

(1) Public Expenditure on Goods and Ser- 
vices at Market Prices. . . 

Of which net capital investment . 

Public consumption . . 

, (2) Consumption^ under Lease-Lcnd and 
Canadian ri^ar Contribution . , 



Per cent. 


Per cent. 

] inUHons 

of toUil 

£ millions 

of total 

1,221 

29-3 

1,414 

85-3 

461 

ifi 

1,833 

aa-i 

491 

ii'S 

5,17 

9’3 

1.95 


abs 

47 

885 

6-8 

280 

3-9 

446 

To'7 

516 

9-8 

61 

I '5 

88 

1-6 

273 

6-6 

264 

47 

60 

1-4 

153 

87 

481 

ii '5 

492 

8<8 

176 

4-2 

228 

4 u 

17 

0-4 

805 

37 

4,167 

100 

5,584 

100 

~7 


+ 50 


4,160 


5,534 , 


15 

— 

850 

— 

4 ) 07 .') 


5,884 

— 

439 


893 


3.C36 


,.4,991 



(increase, 
37 per cent.) 


941 

185 


5,059 

■S' 

816 


5,056 




941 




Total 


ffses hv foreigners in G.B. minw remittances to G.B. from abroad, 



(£250 millions), or other expenditure which did not use up any 
part of the current output of goods and services. 

Consumption 

As compared with this public expenditure on goods and services 
of ;^5,059 millions, the population of Great Britain spent in 1945 
on personal consumption 5£'5,645 millions. This was ^1,485 
millions more than was spent on consumption in 1938; but prices 
were up by more than a third, and real consumption was down by 
about 14 per cent. The position is, however, distinctly more com- 
plicated than this suggests; for in 1945 the Government was on 
the one hand subsidising essential commodities to the amount of 
^^350 millions in order to keep down the basic cost of living, while 
it was on the other hand discouraging consumption by high taxes 
on other commodities, to the amount of ^^893 millions, of which 
taxes on tobacco accounted for millions, taxes on drink for 
5^)375 millions, and Purchase Tax for ^^log millions. 

Let us try to get a comparative picture of personal consump- 
tion as it was in 1938^ and in 1945 under war conditions. A Table 
derived from the Budget White Paper of 1946, in which the 
comparison is made, is on p. 460. 

Consumption in relation to Investment 

Thus, we get for 1938 a combined total of ^4,983 millions, and 
for 1945 a combined total of ,^10,640 millions for personal and 
public consumption together, at market prices. Both these totals 
exceed the estimated national incomes of the two years (-^4,6x0 
millions and ,^)8,483 millions), because they include indirect taxes 
and local rates, which together accounted for ,^562 millions in 
1938 and ;^i,354 millions in 1945.“ If we deduct these, and add 
subsidies (^15 millions in 1938 and £2^0 millions in 1945) we 
get corrected combined totals of ^^4,436 millions and £9,536 
millions. This leaves, for 1938, a sui'plus income of £174 millions, 
but for 1945 a deficit of £1,053 millions, even though nothing has , 
been debited on account of Lease-Lend. Out of the sui’plus of 
1938 came what Was Set aside by saving for net private invest- 
ment but in 1945 there was clearly nothing over for investment 
— ^indeed, even apart from Lease-Lend, we were overspending the 
national income by a very large sum. Whence were the means for 
this overspending derivfld? Before we try to answer that question, 
let us set down the comparative, figures of investment as far as 
they are available. • 

t The figure of public expenditure for 1938 included £jtoi ofiiet capital 
investment by public authorities. : ' 
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Investment in the United Kingdom, 1938, 194.4 and 1945 


(i) Gross and Net Private Capital Invest- 


loss 


1944 

1945 

ment, including and excluding Renewals 


of tvhich 





a. 

renewals 

Nd 



(fl) Public utilities 

145 

80 

6g' 



\b) Buildings .... 

360 

105 

255 



M Plant and machinery 

130 

100 

20 



(a) Other fixed capital . . . 

65 

55 

10 







Not available* 

Total 

690 

340 

350 



(a) Rise or Fall in Value of Stocks during Tear . 


- 45 - 



(3) Net Investment at Home 






Public 

• 

, , 

lag 

-34 

3 

Private 

• 

• 

180 

“275 

II 

Total . . ' . 

• 

• 

305 

-309 

14 

(4) Net Investment or Disinvestment Abroad 

, 


-70 

“ 6 g 9 

-819 

(g) Total Net Investment 

. 

- 

235 

-968 

-805 


Of course, the sale of assets held overseas must not be counted 
against the national income, as it was a sale of previously existing 
assets and not of goods produced during the year. Thus, for 1 938, 
we have accounted for most of the income not spent on private or 
public consumption. ^£235 millions, out of the ^^316 millions, was 
spent on buying capital goods, over and above what was needed 
for the renewal of existing assets. The balance of ^81 -millions 
went mainly on the expenses involved in transfers of property 
and on life insurance. 

The years 1944. and 1945 show a very different picture. Instead 
of a net investment at home of millions, we have a ‘disinvest- 

ment* estimated at 5^^968 millions for 1944, and at £805 millions 
for 1 945- — by which is meant an estimated decrease in the value of 
publicly and privately owned capital assets (excluding specifically 
war assets) owing to a failure to make good depreciation in these 
assets. In addition to this, we have a net sale of overseas capital 
assets to the amount of £1,773 niillions in the two years, following 
upon earlier sales of £3, 213 millions between 1939 and 1943. Up 
to the end of 1945 estimated net sales of overseas assets totalled 
£4,986 millions, which is actually more than the estimated total 
overseas holdings in 1939, This does not mean that all these assets 
had been actually disposed of, but that those which were still in 
British ownership were mainly offset by debts owing to foreigners on 
account of wartime purchases— debts helcl in ifhe form of sterling 
balances which Great Britain is under an obligation to liquidate, 
if and when this can be done, nSw that the war is over. 

1 Includfig capital investment in the Post Office and in public housing 
schemes, g) It n<fl other public investment 
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The Wartime Deficit 

Thus, according to the official figures, Great Britain has beeiV 
steadily overspending its national income during the war, and has 
been meeting the deficit, apart from Lease-Lend, either by the 
sale of overseas assets or by piling up sterling debts. Over the same 
period, we have been failing to keep up the value of our capital 
assets at home. The value of these assets, belonging mainly to 
private: persons, is estimated to have fallen since 1939 by about 
,4^1,300 millions; but against this there is an offset, difficult to 
measure, in the increase of government property in the form 01 
. war factories and other buildings, aerodromes, camps, and stocks 
of goods. What this amounts to no one can venture to say; for a 
great deal depends on what is done with these assets, or the terms 
on which most of them are being disposed’of, now that the war is 
over. Possibly, if good use is made of them, we shall find that the 
total value of our capital assets has not greatly fallen; but there is 
the task of adapting these assets to peacetime uses, and, quite 
apart fi-om this, there is need for large expenditure in getting back 
to proper productive efficiency the industries which have been 
cut down, and have spent little or nothing on new capital goods 
or even on renewals during the war years. 

War Savings 

The decline in investment is, of course, no indication of a 
decline in money savings, which, on the contrary, increased very 
greatly during the war. The curtailment of consumption, through 
shortage of consumers’ goods, left the public, despite high taxa- 
tion, with surplus income which was saved on a considerable 
scale; and this money was borrowed by the Government and used 
in financing the war. Here is the broad picture of private savings 
in .1938 and in 1945: 

Private Saving in the United Kingdom, 1938 and 1945 


1. Personal Saving {£ millions) 193s 1943 

Gross personal saving . ■ . . . . 234 , 1,396 

li) death duties, etc. . . . . . — go — 133 

fc) excess of taxes due . , . . — 4 4- 7 

(d) Net personal saving . , . ..... . 140 1,270 

2. Impersonal Saving 


lal Gross impersonal saving . ., . . ' , . 182 ' 195 

m Deduct excess o4taxes due over payments . ‘ 12 + 15 

(e) Net impersonal savfilg ; . ,170 210 


3. Total . . . . . ' , . 310 :i,48o 


In this Table, personal saving means saving out private 
incomes. Death Duties are deducted, because they^nre |evied.,on 



private capital, and thus diminish its amount, whereas savings 
increase it. Impersonal saving means sums placed to reserve out 
of profits or income by businesses, or by other corporate bodies. 
Taxes due, but in arrears, have to be deducted in both cases, in 
order to arrive at the net amounts. 

We see from the Table that private saving as a whole was nearly 
five times as great in 1945 as in 1938, and that the bulk of the 
increase was in personal saving out of incomes. To the total here 
given must be added the amounts collected as ‘forced savings’ — 
that is, of sums paid in income tax but due to be repaid some time 
after the war. These money savings ai-e not represented by ‘invest- 
ments’ in any real sense; for the sums in cj^uestion have gone to 
finance current war expenditure, and all that remains is an 
increased National l 5 ebt, which is doubtless an ‘investment’ from 
the standpoint of its owner, but from the standpoint of the com- 
munity is merely an obligation, against which no productive 
assets exist. This private saving has indeed been the most 
important source of the Goveimment’s wartime spending power. 

Sources op Government Finance, 1939-45 
(£ millions) 

1. Government Revenue ISW im 1941 1949 1943 1944 194S Total 

Direct taxes . . 538 735 1,087 i>375 Ij 777 '>988 8,041 9,53i 

Indirect taxes . , 397 487 690 871 1,014 J,H8 1,119 5,890 

Income from property 42 63 80 iqo 135 iiO ro8 666 

977 1,875 1.857 g,366~a'.926 3,218 3,268 15,887 
a. Deficit . . . 513 2,090 2,796 2,763 2,905 2,753 a.699 16,519 

3. Sources of Government 
Borrowing 

Private saving . . 5>3 i,053 *,388 1,53a 1,639 1,552 1,458 9,115 

Extra-budgetary funds - 

and local autliority 

surpluses . ■ 66 163 183 181 145 114 8 860 

Private home disinvest- 
ment . . .(-246) 78 406 353 403 386 377 1,757 

Local authorities’ dis- 
investment . . (-70) (-8) 23 34 38 42 37 96 

Disinvestment and bor- 
rowing abroad . 250 804 816 663 680 659 819 4,691 

513 2,090 2,796 2,763 2,905 8,753 2,699 16,519 

4., Total Government Expen- 

„ • *^490 3,365 4,653 5,189 5,831 5t97i 5,967 38,406 

. 3, Percentages of Totne Ex- e a / 

: penditure raised from 

Revenue and by Bor- 
. rowing 

Reveniier . . . 66 38 40 46 50 54 55 49 

Borrowing „ • • 34 62 60 54 50 46 45 51 
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War Finance and War Debt 

Thus, out of a total Government expenditure during the seven 
years (including 1931) of £33,406 millions, roughly 49 per cent, 
has been covered by revenue and 51 per cent, by various forms of 
borrowing. Lease-Lend expenditure and the , special Canadian 
contribution of £223 millions are both left out of this calculation. 
Up to the end of 1945 — that is, at the eiid of more than six years 
of war — the Government had borrowed in all since September, 
1939, over ;^i 6,500 millions, made up as follows; 


Government Borrowing, 1939-45 


(fl) PwWitf Borrowing 

National Savings Cer- 
tificates 

Defence Bonds . 

Other public issues 
(net) . 

Treasury bills . 

Treasury deposit re- 
ceipts . 

Taxreserve certificates 

{b) Other Sources 

Increase in fiduciary 
issue . 

P.O. and trustee sav- 
ings Banks . 

Unemployment, Heal th 
and local loans funds 

Other extra-budgetary 
funds ... 

Foreign credits 

Miscellaneous items . 


{£ millions) 


1939 

1940 

1941 

ms 

J 9 iS 

19 U 

194 S 

Tom 

at 

167 

214 

232 

297 

265 

159 

1,355 

aa 

180 

174 

134 

121 

112 

154 

897 

10 

567 

1,031 

1,047 

i,o6d 

896 

1,176 

5,787 

310 

129 

279 

151 

433 

537 

565 

2,404 

— 

338 

474 

155 

434 

394 

-158 

1,637 



17 

453 

177 

113 

41 

80 1 

-30 

50 

150 

170 

150 

150 

150 

790 

19 


214 

234 

301 

325 

355 

1,567 

8 

38 

81 

96 

93 

87 

78 

481 

186 

516 


-58 

-155 

— 107 

63 

517 

— 

— 

■87 

161 

— II 

-24 

137 

350 

-33 

-14 

3 

—12 

5 

5 

— 21 

-65 

513 i 

2,090 

2.796 

2,763 

2,905 

2,753 

2,699 

16,521 


The total commonly quoted as representing small savings is arrived at by 
adding together National Savings Certificates, Defence Bonds, and increases 
in accounts in savings banks. Here are the totms for these three items : 


6a 466 602 600 719 702 668 3,819 


This vast burden of i^mainly internal debt nw confronts the 
people of Great Britain, over and above the huge debt left over 
from previous wars, which amo*nted in 1939 to ;^8,3O0 inillions. 
It had been doubled by April, '1943, and had reached f. total of 
nearly ,^24,540 millions by March, 1946. *" 
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The I^ationai. Debt, 1946 


(£ millions) 


Funded debt 

Unfunded long-term debt . 
Floating debt . 
Terminable annuities 

3.364 

11,743 

6 ,ti6 

14 

Total debt . 

Deduct: 

Funding Io,an held by 
National Debt Com- 

22,764 

Total internal debt . 

21,237 

missioners . 

Estimated as.scts 

107 

External debt . 

1,26a 

671 

Total nominal debt . 

22,505 

Net tot.al . . . 

21,986 


Accrued interest on Savings 
Certificates . . . 259 

« ' 

Total .... 22,764. 


The increasing size of the national debt has, of course, given 
rise to prophecies of financial ruin ever since the debt was first 
formally instituted at the foundation of the Bank of England in 
1694. The national debt, which stood at ,^858 millions in 1815, 
at the close of the Napoleonic Wars, had by 1914. fallen after: 
various vicissitudes to ^650 millions; but by 1920 it was u;(i to 
^7,829 millions, and the capital sum rose further, as a result of 
conversions, between the wars. It is now three times as large as it 
was after the first World War. The nominal capital of the debt, 
however, does not mean a great deal, except for that part of it 
which is repayable at par at a fairly early date. What really 
counts is the annual charge involved in paying interest on it, and 
this of course depends on the rates at which the Government can 
borrow. In 1914 the debt service, at ^24,500,000, cost about 
I '2 per cent, of the national income: by 1930, at ^360 millions, 
it was costing approximately 10 per cent. Thei'cafter the State, by 
converting its boiTowings to a lower rate, was able to reduce the 
burden by approximately one-third. During the second World War 
there was no repetition of the first-war folly which allowed interest 
rates to rise with each successive war loan. Interest rates have 


I 

i 

I 

I' 

i 

I 

I 

I 

I 

I 


been kept steadily low; and, given a policy of full employment in 
future, there is no reason to sujppose that the greatly increased 
capital of the national debt will involve in annual interest charges 
any larger projaertion of the national income than the much 
smaller debt did in 1939. Such forecasts are necessarily specu- 
lative; for they depend on a nppiber of uncertain faGtors—-the 
future Icwl of prices, the policy followed in controlling interest 
rates, anti thf; success of a full employment policy in adding to 
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the real national income. i There is, however, no reason for 
supposing that the national income will not rise at least in pro- 
portion to the annual charge of the debt. 

It has also to be borne in mind that the national debt, as far as 
it is held at home, does not reduce the national income, but 
merely redistributes it. This of course is not true of debt owing to 
foreigners, as this involves payment outside the country. But in 
the second World War, unlike the first. Great Britain, though it 
sold many overseas investments belonging to British citizens, ran 
up very little foreign debt in the form of actual bonds — though it 
has of course incurred a very large debt in blocked sterling owned 
by foreign banks and Governments. Foreigners have no doubt 
subscribed largely to home issues, and to that extent there will 
be a real charge on the national income. There will be a heavy 
charge in respect of sterling balances in London held by foreigners 
and to a considerable amount invested temporarily in the ‘float- 
ing,’ or short-term, debt; and, as we have seen in an earlier 
chapter, the handling of these balances constitutes a serious 
problem. But by far the larger part of the huge national debt is 
held by British subjects, and the interest on it will form part 
of the expenditure of the British people. It will be what I have 
called earlier in this chapter a ‘transfer’ income, of which the evil 
feature will be, not that it reduces the national income as a whole, 
but that it transfers part of it in an undesirable way, from the 
poorer to the richer classes. The right ways of dealing with this 
evil are twofold — the i-eduction of interest on the debt to the 
lowest practicable level, and the imposition of stiff taxes on 
large incomes in order to redistribute the proceeds in improved 
social services to those who are worse off. 

Taxation During the War 

This brings up the whole question of post-war taxation. In 1 938 
taxation Of all kinds, including local rates, absorbed rather less 
than one-quarter of the total national income, including transfer 
incomes : in 1945 it absorbed well over one- third. The exact pro- 
portion depends on what is included; for example, contributions 
paid by firms to social service schemes or war insurances, as 
distinct from contributions paid by individuals, can be either 
included or excluded on both sides of the calculation. The general 
picturCj however, ds haydly affected. The folloy^ng Table shows 
the situation in 1943, as compared with that which existed in 

1 Actually, in 1945-6, the cost of thqdfationalDebt for interest and manage- 
ment was about £455 millions, as against ^223 millions in 1 938-9, _and under ■ 
dlao millions in 1913-14., But the cost per, cent, had fallen from 3 |hi : 19.13-14 
to 2| in 1938-9, and to less than 2 in 1945-6. " ' 
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1938. I cannot bring it up to 1945, as no comparable Table was 
given in the Budget White Paper for that year. 


BumsH Taxation, 1938 and 1943, in Relation to Income 


(£ millions) 


A. Direct Taxes 

(l) National direct taxation 
(s) Personal contributions to compulsory 
schcnie.s . . . . 

Total direct taxes 

B. Taxes on Consumption 

(in) National taxes on consumption 

Less subsidies . . . ‘ . 

lib) Net national taxes on consumption 

(a) Local taxes on consumption (rates) 

Total net taxes on consumption . 

C. Other Indirect Taxes 

(a) National indirect taxes not directly on 

■ consumption . . . 

(b) Local indirect taxes not directly on con- 

sumption 

(c) Business contributions to compulsory 

schemes . . . 

Total other indirect taxes, including (c) 

Total other indirect taxes, excluding (e) 

D. Accrued Tax Liabilities unpaid 

Total unpaid liabilities . . 


im 

1943 

Increase^ 
per cent. 

494 

1,781 

a6o 

55 

184 

125 


549 

1,905 

847 

ago 

915 

ai6 

15 

190 

1,166 

275 

725 

164 

149 

158 

6 

484 

883 

108 


81 

III 

37 

6 a 

65 

5 : 

54 

884 

315 

»97 

400 

103 

143 

176 

23 

23 

13a 

474 


British Taxation, 1945, in Relation to Inoome 
(£ millions) 


Direct taxes .... 
Indirect taxes, rates and contributions 
Excess of tax liabilities over payntents 
Total taxes on private incomes 


8,148 

1.074 
~ 88 
3,800 


Private Income in Relation to Taxation, 1938, 1943 and 1945 
{£ millions) 

Increase 
per cent. 

... „„ , im ms ms im 

Private income befcae taxation (includ- 
ing transfers) . ,5,038 8,703 : 9,851 73 84 

Private income after taxation ,. •^3,877 5,603 6,051 44 56 

Taxation a^a proportion of private in- 83 per 36 per 34 per “ — 

■ ■Conte,,' ■ . cent, cent, cents , ; : 
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Thus, between 1938 and 1943 net taxes and rates levied on 
consumption directly more than doubled; but taxes and rates 
levied on incomes rose by nearly 250 per cent. The very small 
increase in local rates on houses accounts for a good deal of this 
difference: and a further part is accounted for by the fact that 
gross taxes on consumption were partly offset by subsidies 
designed to keep the basic cost of living down. Compulsory con- 
tributions out of income had risen less than direct taxes on 
income; but it must be borne in mind that the very great rise in 
the latter was due to their extension to a much larger section of 
the population as well as fo the higher rates charged. The 
standard rate of income tax was 5s. 6d. in 1938-9 and I 05 . in 

1943- 4; the lowering of the exemption limit to £110, and the 
reductions in allowancesj combined with thd' rising level of money 
incomes, had raised the number of persons assessed to income tax 
from 7 millions in 1938-9 to 13^ millions in 1944-5. I11T938 
I million wage-earners were paying about ,^3 millions in income 
tax: in 1943-4 7 millions paid over £^00 millions. In 1938-9 
persons with incomes of ^^250 to £500 a year paid on the average 
less than 3 per cent, of their incomes in income tax: in 1944-5 
they paid over 16 per cent. 

Post-war Tax Policy 

Obviously there is due to be a considerable tussle now that the 
war is over, as tax burdens come to be readjusted. In 1938-9 
persons with incomes of less than ,^^250 paid ;^5 millions in income 
tax: in 1944-5 pmd £qo millions. Persons with incomes of 
from £250-£500 paid millions in 1938-9 and ,.^^240 millions 
in 1944-5. At the other extreme, persons with more than ,£2,000 
a year paid £igo millions in 1938-9 and -^345 millions in 

1944- 5. To the extent to which total taxation is reduced, which 
group is to reap the benefit? There remains the middle group, 
iFrom ,£500 to ,£2,000. The members of this group paid ,£85 
millions in 1938-9 and ,£540 millions in 1944-5. Thus, if we 
divide into three broad groups, we find that, in income tax and 
surtax, those with under £^500 a year paid 7 1 per cent, of the 
total in 1938-9 and 27 per cent, in 1944-5: those with ,£500- 
,£2,000 paid 28-| per cent, and 44I per cent.: and those over 
,£2,000 paid 64 RCr cqpt. and 28^ per cent. Thj® change in pro- 
portion is due, of course, not tg a fall in taxation oh the rich, but 
to a very sharp increase in t^ation on the relatively poor. It 
would have been entirely out of the question to meet any sub- 
stantial proportion of war expenditure out of the' pjoceeds of 


direct taxes on large incomes, for the simple reason that even in 
194,4-5 incomes in excess of £a,ooo aggregated only ;^^530 
millions, out of a total of £7,693 millions (excluding corporate 
incomes on both sides). Out of this £530 millions, in 1944-5, 110 
less than £345 millions was paid in income tax and surtax taken 
together. 

It has been claimed in certain quarters that this high rate of 
taxation on large incomes is inconsistent with the need for rapid 
accumulation of capital in order to bring industrial equipment 
up to date and to provide for its extension with a view to full 
employment. It is also being claimed that the reserved profits of 
businesses ought to be exempted from taxation with the same 
object. In 1944-5 corporate income amounted to £1,301 millions 
and contributed £^28 millions to taxation, including Excess 
Profits Tax and National Defence Contribution. Business men 
naturally demanded the removal of these taxes; and clearly such a 
step, whatever its effects on the level of investment, would benefit 
mainly the richer income groups, not by adding directly to their 
incomes so much as by increasing the value of their capital. If no 
tax were levied on reserved profits, a rich man would be able to 
escape taxation by leaving his profits in the business for invest- 
ment, instead of withdrawing them as dividends. If he wanted 
money to spend, he could get it by selling off a few of his shares, 
and could still have as much invested capital as before, because 
the value of each share would have been increased by the profits 
left as capital in the business. Exemption of reserved profits from 
taxation, while it would doubtless strongly encourage direct re- 
investment of profits, would thus tend to benefit greatly the 
capital-owning classes, and to leave the pooi-er part of the com- 
munity to shoulder an increased proportion of the total burden 
of taxation. 

Nevertheless it is argued that the exemption ought to be 
granted, at any rate in some measure, because of the evident 
need for a high rate of investment during the post-war years. 
The argument would have some force if there were 110 alternative 
way of raising hew capital. But, in the first place, just as hauch 
capital would be raised if the State, instead of remitting the tax, 
continued to levy it, hut left the proceeds in the business, to 
accumulate as publicly owned holdings in industrial enterprises; 
and secondly, ji^st as much capital woulcj, be jjaised if the State 
treated the proceeds of the tax, not as ordinary I'evenue for 
meeting current expenditure, bim as a capital fund available for 
investmeht in public enterprise. There may be a strong case for a 
high rate |)f capital accumulation; but it does not follow that this 
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ought to be secured by tax reliefs which can only benefit the 
richer classes at the expense of the poorer. 

These contentions apply even more forcibly to demands that 
the rates of taxation on large personal incomes should be reduced 
in order to make it possible for the rich to save more. It is surely 
a most chancy and uneconomical method of promoting saving to 
pay out large incomes to rich people in the hope that they will 
save most of them, instead of spending them on current consump- 
tion. All the evidence goes to show that, before 1939, the richer 
classes were contributing very little, except in the form of cor- 
porate reserves, to the total saving of the community. The main 
personal saving came from the middle income groups, and 
increasingly took the form of regular payments to insurance com- 
panies, superannuation funds, building sociefies, and other similar 
agencies. Much the best way of making sure that a high propor- 
tion of laz'ge incomes shall be saved is to take it away by taxation 
and, as far as saving is desirable, apply it to public investment 
under communal ownership and for communal profit. The only 
rational grounds for opposition to such a source are a desire to 
preserve private business from encroachment by public enter- 
prise, or a desire to keep the rich rich and to impose as much 
taxation as possible on the poor. Of course, in practice, these two 
desires often go together. 

The two Budgets introduced by Dr. Dalton, the Labour 
Chancellor of the Exchequer, in the autumn of 1945 and the 
spring of 1946 did not introduce major changes into the tax 
structure as a whole. In his first, interim Budget Dr. Dalton 
announced a reduction of i,f. in the standard rate of income tax, 
bringing it to gs. in the ^i; and he also restored some of the 
personal allowances suspended during the war. As against these 
reliefs, he stiffened up the surtax; but he allowed the concessions 
made earlier in the year by Sir John Anderson in respect of 
reserved profits used for capital development and payments to aid 
research to stand intact. In his first full Budget, introduced in 
April, 1946, he left the standard rate of income tax unchanged, 
but restored in part, but only in part, the earned income allow- 
ance, and put back most of the person^ allowances to the pre-war 
level. He also slightly increased tire married woman’s earned 
income relief, and made small, but valuable, remissions of pur- 
chase tax. More iaf-resiching was his annduhc^ent that Excess 
Profits Tax was to disappear, coupled with a declaration that he 
was considering whether or nofeto I'eplace it by some other form 
of levy on business profits. A 

The changes were not great in the aggregatq. because the 
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financial situation left the Chancellor of the Exchequer with not 
much room for manceuvre. He had still to face, for the year 
194.6-7, a prospective deficit which he put at millions, even 
after taking in a number of non-recurrent items on the credit side. 
It was evident that, from the standpoint of the Budget, 194.6-7 
was bound to be in effect still a war year, and that the time had 
not arrived for any comprehensive overhaul of the tax system. 
One awkward problem which lies ahead — the redistribution of 
burdens between national and local taxation — will have to be 
tackled before long, and may involve a very extensive reshaping 
of the whole tax-structure. It awaits, however, decisions, which 
are not mainly financial, about the future forms of local and 
regional government and about the allocation of functions and 
powers between national, regional and local bodies. The main 
struggle over the use of taxation as an instrument for securing the 
best practicable distribution of the national income is still to 
come; but already the new National Insurance Act and the new 
Health Scheme, as well as Family Allowances, have gone some 
distance towards defining the budgetary pi'oblems with which 
future Chancellors will have to deal. To these measures we shall 
come back in a subsequent chapter. 


CHAPTER III 


PRODUCTION 

So FAR, WE HAVE BEEN discussing the national income in 
terms of money. We have, however, to consider also of what real 
things this income consists and how its comj^osition has been 
changing in recent years. The national income as a whole can be 
divided broadly into three categories — goods made at home, 
services rendered at home, and the net receipts of goods and ser- 
vices from abroad, after deducting the value of exports and of 
services rendered to foreigners. By 'goods made at home’ we must 
here understand the value added at home; for in many cases the 
goods are made wholly or in part of imported materials, which 
have to be paid for abroad and clearly form no part of the 
national income, except under the third heading. 

The Measurement of Production 

The principal data for measuring the amount of home produc- 
tion of goods are to be found in the Census of Production, which 
was taken last in 1935. This does not cover Agriculture, Forestry 
and Fishing, for which separate estimates are available; nor does 
it include services. It leaves out (a) all transport, {b) all dis- 
tributive services, (c) all professional services, such as teaching, 
medicine, and other consultant services, (d) financial services, 
such as banking and insurance, (e) ciomestic and personal services, 
including hotels, restaurants, theatres, clubs, and so on, as well as 
domestic work in the home. These excluded groups together 
account for considerably more than half the national income; and 
some of them are very difficult to value even in the most approxi- 
mate way. Colin Clark has estimated that the gross national 
income in 1935 was about ,{^4,926 jgiillions, including provision 
for depreciation and renewals, aiili the net national income 
5^^4,530 millions, after dedugting this item. Of this gross total, the 
net output of the industries covered by the Census of Production 
accounted for onlyi,(; 1, 7^9 millions, or 36 per cenU The net output 
of agriculture was about £ i 30 ;millions, bringingm,e total for pro- 
duction up to -,^1,889 millions, about per cent. The rest of 
the total is made up of the services of transport and distribution, 
professional and personal services of every sort, public services 




Changes JN THE Proportions of Persons Oocupibo ' in Certain 
iNDiisyRiEs AT SuocEssivK CaNSHSEs: Gr^at Britain^ 


provided by national and local government, and the net income 
from abroad. 

The nearest approach that can be made to an estimate of the 
respective parts played by these varions services in the national 


Distribution of the Occupied Population of Great Britain 
BY Industries and Services, 1931 


Primary Production 

Fishing . . 

Agriculture and forestry . 
■Ooal-iriining . 

Other mining and quarry- 
ing and by-products 

Numbers (t/tousands) 

Males Fetnales Total 

65*4 2*0 67-4 

1,127-5 77-9 1,204-7 

1,188-3 7-1 1,185-4 

177-8 5-6 18^-4 

Percentages of all occupied 
Males Females Total 

0*4 0*1 0*3 

7- 7 1-2 5-8 

8- 0 o-i 5-6 

1-2 0-1 0-9 


2,559'o 

91-9 

2,650-9 

17-3 

1-5 

12-6 

Secondary Production 







Metals and chemicals 

2,436-5 

369-9 

2,806-4 

16-5 

5-9 

13-4 

Textiles and clothing 

961-2 

1,396-6 

2,357-8 

6-5 

22-3 

11*2 

Food, drink and tobacco . 

452-8 

271-6 

724-4 

3-1 

4-4 

3-4 

Paper and printing . 

326-4 

174-9 

501-3 

2*2 

2-8 

2-4 

Other manufacturing 

450-0 

118-4 

568-4 

3-0 

1-9 

2-7 

Building and contracting . 

1=130-9 

14-7 

1,145-6 

7-7 

0*2 

5-4 

Public utilities 

239-9 

7-6 

247-5 

1-6 

0*1 

1*2 

Services 

5,997-7 

2,353-7 

8,351-7 

40-6 

37-6 

39-7 







Transport and communi- 







cation . . 

1,583-5 

III-3 

1,694-8 

10*7 

1-8 

8-1 

Distribution, commerce 







and finance . 

2,337-1 

1,030-9 

3,368-0 

15-8 

16-5 

i6-o 

Defence and police . 

314-1 

8-4 

322-5 

2*1 

0*1 

1-5 

Education 

135-9 

282-4 

418-3 

0-9 

4-5 

2*0 

Other public services 

658-2 

153-6 

8ii-8 

4-5 

2-5 

3-9 

Other professional services 

294-1 

233-0 

527-1 

2*0 

3-7 

2-5 

Entertainment and sport . 

136-9 

70-3 

207*2 

0-9 

I*I 

1*0 

Laundries and cleaning . 

40-3 

141*1 

181-4 

0-3 

2-3 

0-9 

Hotels, restaurants, clubs, 







and boarding houses 

290-7 

382-7 

673-4 

2*0 

6-1 

3-2 

Private domestic service . 

301^8 

1,337>9 

1,639-7 

2*1 

21-4 

7-8 

Other personal services : . 

113-7 

62*0 

175-7 

0*8 

0-9 

0-8 


6,266-3 

3,813-6 

10,019-9 

42*1 

60-9 

47-7 

Totals, 

*4,763-0 

6,259-2 

21,022-2 fiOO 

100 

100 

Unclassified (omitted 







above) A . , . 

148-7 

46-6 

195-3 

■ -- 

■ — : 

. — 


14,911-7 

6,305-8 

21,217-5 


— 




income as a whole is to look at the distribution of the occupied 
population among the various types of employment. Unfor- 
tunately, as no Population Census was taken in 1941, we have no 
official figures for such a break-up later than 1931. At that date, 
the occupied population, including employers and ‘self-employers’ 
as well as employed persons, was distributed among the main 
industries and services in the way shown in the Table on p. 475. 

The Distribution of Man-power 

Thus, out of a total occupied population of a i millions, nearly 
48 per cent, were engaged in 1931 in transport, distribution, and 
other ‘service’ industries, and only about 5a per cent, in the pro- 
duction of physical goods. This is on the basis of a classification by 
industries rather than occupations, so that a clerk or a lorry-driver 
employed by a productive firm— say, a steelworks — ^is counted as 
a producer and not as a ‘service’ worker. The Census gives an 
alternative classification by occupations, and it is instructive to 
compare the two. 

Industrial and Occupational Distridution in 1931 Compared 
ftr cent, of all occupied persons) 

By oCGupations 
6 - 6 ] 

58*3 

30-71 
8*7 
13-1 
5-5l : 

83-6 : 4335-6 
g-SJ 

Thus, we shall not go far wrong if we say that in 1931 about 
half the occupied population was engaged in producing goods 
and the other half in transporting and distributing them or in 
rendering various kinds of personal, professional, or public 
service.. ..'r ■ ' ■ 

These industrial and occupational totals include tire un- 
employed as well as the employed. The figures show not how 
many people were actually at work in 1931 in the various 
branches^ of ^e national economy, but how many would have 



By industries 

Production 

Agriculture and fishing 

. 6-il 

Mining and quarrying 

• 6-5 

Manufacturing 

• 39-7J 

Transport 

Transport and communication 

8-r 

Distribution 

Distribution, commerce and finance 

. i6-o 

Other 

Professional and public services . 

. lo-gl 

Clerks and typists . 

Personal service 

; i^l 

Unclassified 



been at work if there had been absolutely full employment. 
Actually, 1 931 was a bad year, and the Census recorded the 
following formidable numbers out of work in the various indus- 
trial groups: 

Numbers Recorded as Out of Work in the Census of 1931 
{Thousands) 


Agriculture and fishing . lo-o Transport and communica- 

Mining and quarrying . a48"4 tion . • • . i64'2 

Metal industries . . Distribution, commerce and 

Chemical industries . . 28‘4 finance . . . . a35'5 

Textile industries . . 254" 7 Public services . . . 103-9 

Clothing and leather Indus- Professional services . . 23-8 

tries . . . . 72-2 Entertainment and sport . 34-1 

Food, drink and tobacco in- Private domestic service . 121-7 

dustries . , , . 72-8 Hotels, restaurants and clubs 62-4 

Paper and printing ihdus- Laundries and cleaning . 11-6 

tries .... 38-1 Other personal services , 10-9 

..Woodworking industries , 45-3 — 

Building and contracting in- Total, services . . . 768-1 


Other manufacturing indus- 
tries . . . , 29-9 Miscellaneous and unclassified . 123-g 

Public utilities . . . . 20-4 


Total, production . . 1,539-4 TbtaP . . . . 2,431-4 


From this Table we see that, although the labour force was 
distributed fairly evenly between production and ‘service’ indus- 
tries, there were twice as many productive as service workers 
unemployed. Goal-mining, metals, textiles and building were the 
groups in which unemployment was most serious and in which 
the greatest waste of productive capacity was being incurred. 

Manrpower and Production 

The purpose of this analysis has been to give some idea of the 
real make-up of the British national income as it was before the 
war and as it might have been if we had been using our productive 
resources to the full. Between 1931 and 1939 the tendencies which 
had been in force earlier for the most part continued in operation. 
The proportion of produOtive to service workers continued to fall 
as the numbers in distributive, commercial, and other service 
occupations increased. Py 1939, according to estimate made 

' 1 This total conapares with 2,515,000 persons recorded in the unemplo)unent 
insurance figures for April, 1931, as outof work. As the Census covers occupa- 
tions not covered by insurance, it is obvious that many workers temporarily 
unemployed were recorded in the Census as in employment. 
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by Mr. Fraenkel, the jJroportion of productive workers had fallen 
from 52 '3 of the whole to about 51 per cent., out of an occupied 
population of 23 millions. Mines and quarries had decreased from 
6-5 to about 4-75 per cent, of the total, and manufacturing from 
397 to about 37 '5 per cent. 

There is every reason to expect this tendency to continue, unless 
there are substantial changes in British economic policy. If, how- 
ever, we decide to plan our productive system in such a way as to 
promote the general welfare, a different situation may arise. In 
the first place, we may very well decide that we cannot spare 
nearly 8 per cent, of our total working population for private 
domestic service, apart from the further 3 per cent, employed in 
hotels, clubs, restaurants, and lodging houses. Indeed, if we have 
full employment and there are alternative jobs available, a large 
proportion of the 1,640,000 private domestic servants will prob- 
ably not be , available for these occupations, and many who would 
in other circumstances have entered domestic service will seek 
more congenial employment. This will occur, even if the con- 
ditions of domestic service are drastically improved, as they ought 
of course to be; for domestic service is unpopular in itself as well as 
on account of the bad conditions which have hitherto been 
associated with it. The number of private domestic seiwants was 
drastically cut down between 1914 and 1918, though not so much 
as it has been during the second World War. After 1918 hundreds 
of thousands of workers were driven back into it, or driven to take 
it up, by the irnpossibilify of getting other jobs, If we maintain full 
employment for the future, the same thing will not happen. The 
number of domestic servants will be governed by the number 
willing to take up such work and to continue in it despite the 
existence of alternative openings, and we may reasonably expect 
a sharp fall. 

It may also be doubted whether, under conditions of full 
employment, we shall for long be prepared to devote 16 per cent, 
of our available man-power to distribution, commerce and 
finance. There will perhaps be less incentive to open small shops 
when regular work is more easily obtainable elsewhere; and, 
apart from the small shopkeepers, there is room for a considerable 
fall in the number of shop assistants, vanmen, and other workers 
eniployed in shops manned by wage-labour. The number of 
insured worker^ in the distributive tre^des r;Dse by leaps and 
bounds between the wars. To some extent, this was doubtless due 
to real demands by customers foj^ improved service, including the 
delivery of a higher proportion of the goods bought. But, even if 
high starjdards of service are wanted, at the cOst which they must 
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entail, it is unquestionable that a rationalisation of large-scale 
and medium-scale retailing could give at least as good service as 
was given before the war with a much smaller expenditure of 
man-power. It could, give this, even if, on political grounds, the 
small shopkeepers were left wholly untouched and if the measures 
of rationalisation were confined to the larger shops. 

On the productive side the decline in the numbers occupied in 
coal-mining seems certain to continue, as even if production 
recovers this will be as a result of higher mechanisation, and will 
not involve an increase in employment. Employment in textiles is 
also lilcely to fall further, both because of the factors leading to a 
permanent decline in cotton exports and because here too the 
future obviously lies with much more developed forms of mechani- 
sation in all types of textile manufacture. Mdtal-worldng, on the 
other hand, will almost certainly show a long-period tendency to 
increase still further, though there must of course be, as after the 
first World War, a considerable scaling down following upon 
the immense expansion due to the war. Agricultural employment 
has declined steadily in relative importance at every Census. In 
this case the tendency may be arrested by the maintenance of 
home production of foodstuffs at a higher level after the war; but, 
against this factor has to be reckoned the increasing mechanisa- 
tion of agricultural processes — ^which is, indeed, a condition of our 
being able to grow more food without adding to its real cost. Agii- 
culture, even with a considerable expansion of its productive 
programme, is not likely to absorb an apjUreciably higher propor- 
tion of total man-power than it did before the war. 


Where We shall Need More Workers ^ 

, If standards of living are raised a result of full employment 
and a more equitable distribution of purchasing power, the indus- 
tries and services which will be called on for the most rapid 
expansion in producing for the home market will probably 
include the following; 


Building. 

Boots and shoes. 
Other clothing. 
Hosiery. 

Rayon, 

Rubber, 


Industries 

Furniture. 

Food preserving. 
Tobacco. 

Printing. 

Mftior metal trades. 
■Vehicle trades, ; 


Serums 

Public utilities. Health. 

Road transport. Catering. 

Local government. Amusement. 

Education. Laundries. 


All these industries and services, many of which have been greatly 
cut down during the war, 'have been looking for. ac|ditional 
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workers and are badly in need of an increased and more up-to- 
date investment in plant, buildings and machinery. The building 
industry alone will need, if housing and other forms of construc- 
tion are to be developed on an adequate scale, to increase its 
labour force by at least a quarter of a million above the numbers 
employed in 1939. Education is in need of an additional 1 00,000 
workers, and health services of at least 50,000. If Great Britain is 
to pay for necessary imports with an increased quantity of exports, 
there will have to be a permanent expansion of employment 
throughout the industries which contribute to this increase; and 
of course the demand for increased investment means a higher 
demand for labour in the industries which produce capital goods. 

The Problem of Post'-war Investment 
This question of investment is of the Gist importance. As we saw 
in the previous chapter, the total demand for investment goods 
in 1938 amounted to about ^690 millions, of which ^^340 millions 
was for renewals of existing assets. Of the £690 millions, £360 
millions was for buildings and ;(|i45 millions for public utilities, 
including roads, bridges, waterworks, power stations and trans- 
port equipment, and so on. This left only ^^185 millions for plant 
and machinery and all other capital goods; and of this ,^155 
millions was for renewals. New investment, apart from renewals, 
in plant and machinery was only ,^20 millions, and in other 
capital assets ,(^10 millions. Such amounts are out of all relation 
to what is now needed m connection with a policy of full employ- 
ment for the re-equipment of British industry. Blouse-building 
I alone needs to absorb more than was being devoted to all forms. 
, of capital expenditure, including renewals; and there is of course 
' already a very high and urgpnt demand for arrears of renewals 
■ from all the industries which have been cut down under war con- 
ditions, over and above what is needed for expanding' the scale 
'of production. 

We shall be faced, then, for a considerable period after the war 
with the need for a high rate of capital accumulation. The gross 
national income of the post-war period will be subject both to a 
larger deduction in respect of exports needed to pay for imports, 
the cost of which can no longer be met out of income from over- 
seas assets, and to an exceptionally high toll for the improvement 
of our standardft of housing and capital equippient. We shall not 
need to go to the lengths to which the Soviet 'Union had to go in 
postponing consumption in order to build up industrial capital; ' 
but we shall have to go quite a considerable way. The level of 
current consumption whi^ we shall be able to afford will be a 


long way short of the gross production oY which we should be 
capable under full employment. Of course, this only means post- 
poning consumption, nor is there any reason why the postpone- 
ment should continue for very long. The higher investment, if it 
is rightly directed to improving industrial efficiency, will very 
soon begin to yield a higher total income, out of which we can 
consume more, even after setting aside a larger total amount for 
further investment. If, however, we scramble at once to increase; 
our consumption at the cost of investing less, we shall both fail to\ 
swell our total income for the future and fail to secure sufficients 
markets for our exports to pay for the imports needed to yield us 
a satisfactory standard of life. We shall fare no better in the short 
run, and very much worse in the long run, than we may expect 
to fare if we follow for some time to come a vftsely directed policy 
of high investment in re-equipping industry on thoroughly up-to- 
date lines. 

Investment and Consumption 

Mr. Kaldor, in his calculations appended to Sir William > 
Beveridge’s book on Full Employment in a Free Society, has reckoned ' 
that Great Britain might need after the war a real net investment 
in capital assets twice as large as the actual investment of 1938— 
and of course still larger, in terms of money, to the extent to which 
post-war prices are higher. This would mean, on. the assumption 
of prices up by one-third, a total investment, public and private, 
of about ,^1,333 millions, of rather more than one-sixth of what '' 
the net national income should be at that level of prices under 
conditions of full employment. This would leave us enough to 
maintain consumption at about the pre-war level after allowing 
for bringing the unemployed up to the same standards as the 
employed workers. Any advance in consumption beyond this 
would have to come as a result of more efficient production; and 
this in turn depends on a policy of high investment. 

The Sources of Jlew Capital 

, The question at once arises, if tliis great increase in investment 
is needed, who is to own the, new capital goods and to reap the 
profits accruing from the higher efficiency. We have seen that in 
1 945 the net mongy savings of private . persons |^nd corporations 
amounted to ;/{^i,48o millions. During the war, moltof this money 
was lent to the Government, which used it for war purposes, , 
partly to meet current expensSs and partly in building war 
factories and other capital assets, soine of which will be usable 
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in the future. This high rate of private saving was, of course, the 
outcome partly of a patriotic desire to help the war effort, partly 
of the current shortage of goods and services upon which incomes 
could be spent, and partly of a desire to save up in view of the 
uncertainties of the post-war outlook — for the fear of unemploy- 
ment had been too deeply engrained by expei’ience between the 
wars to be easily put aside by mere hopes of a new employment 
policy. But there is nothing impossible in the maintenance of a 
high tendency to save out of private incomes now that the war is 
over — if we decide that to be the best method of providing for the 
accumulation that- is needed. Mr. Kaldor has estimated that in 
1938, if a situation of full employment had existed, private 
savings would have amounted to ^560 millions on the basis of the 
existing distribution' of incomes, and the existing levels of taxation. 

I But is private saving the best method? Under any system of 

1 national economic planning, the Government will know, Within 
fairly narrow limits, at what level total investment needs to be 
sustained in order both to secure full employment and to bring 
about the required measures of industrial re-equipment and 
development. May not the best method be for the Government 
itself to undertake a substantial part of the capital accumulation 
which is needed for these purposes, raising the money either by 
general taxation or by levies upon those industries and services 
which produce the less necessary supplies? In the Soviet Union, 
though citizens are as fully free to save out of their incomes and to 
lend their savings at interest to the Government as they are here, 
no reliance is put on these acts of voluntary saving to produce the 
amount of capital that is needed for the national development 
plan. The Government gets whatever moi'C it needs by so 
arranging the structure of private incomes and selling prices as to 
leave it with the resources required for capital expenditure. This 
can be regarded as a form of indirect taxation levied on industry 
or as a direct taxation of incomes; for it results in prices being 
higher and incomes lower than they would be if the whole 
national income were paid out in wages, salaries, and Other forms 
-of current spending power and the Government then borrowed 
back what it needed for capital expenditure. It is, however, 
simpler and more correct to regard it as the natural course under 
a planned economic system; for the real income available for 
spending on current consumption, and there^bi’e suitable to be 
paid out to corisumers, is only what is left after an adequate level 
of real saving has been ensured. It is our past reliance on indi- 
vidual thrift as a means of prornoting capital accumulation that 
makes it difficult for us to see this simple point. 


Public and Private Enterprise * 

It would, of course, be quite possible for the Government to 
make itself responsible both for ensuring a sufficient level of 
capital accumulation and for undertaking any part of this 
accumulation, large Or small, by developing enterprises under ^/ 
public ownership, and yet to rely on private persons to supply the 
capital out of personal savings — provided only that, if they failed 
to save enough, the Government stood ready to step in with 
measures of its own, for example higher taxation, in order to fill 
any gap. The Government could finance its own investmtet 
policy by borrowing from its citizens, as it was doing from 1 939 
to 1945 for the purpose of financing the war. This, however, when 
one comes to think about it, seems an unnecessarily roundabout 
and expensive procedure. Why should the State pay interest to 
private persons for saving sums which it could perfectly well have 
retained without allowing them ever to become part of anyone’s 
income? This method results in the new capital goods becoming 
in effect private property — for even if they are publicly owned, 
interest is payable on the sums spent in acquiring them — whereas 
by the method used in the Soviet Union the greater part of the 
newly created capital goods becomes public property not subject 
to any charge. The increased production to which they lead is thus 
available for distribution among all the citizens in accordance 
with considerations of general social advantage, and does not 
become the private property of any class of owners of public • 
bonds. 

It may be answered that the one method of capital accumula- 
tion is characteristically capitalist, and the other Socialist. This is 
of course entirely true. As long as we continue to regard it as 
desirable that property shall belong; as much as possible to indi- 
viduals and as little as possible to the community as a whole we 
shall no doubt continue to finance capital development by the 
roundabout method of handing out incomes sufficient to buy the 
whole current product and then bribing the recipients to invest 
a part of these incomes instead of spending the whole on current 
consum23tion. But much of the plausibility of this process vanishes 
as soon as it is admitted — as nearly everyone admits to-day— that 
savings under this system have no tendency to coincide with what 
is needed either for foil employment or for a reasonable plan of 
national economicsdeveiopment. ’ / 

The Prospects of Consumption ■ ^ ^ " 

Let us now come back for a mSmentto the figures of consump- 
tion which wei'e cited on p. 460., We there saw That ^ in 1938 


consumers spent in ail on private consumption about 
millions. Of this at least three-quarters went on goods, includiirg 
house-room, and less than a quarter on services, though, as we 
have seen, nearly half the occupied population was engaged in 
rendering services and not in making goods. This difference is of 
course accounted for by the fact that the retail prices of the goods 
consumers buy include, besides indirect taxes, the costs of trans- 
port and distribution and finance. Despite the half-and-half 
division of the national man-power between production and 
services, products represent over three-quarters of the national 
income in its final consumable form, and services less than a 
quarter. As real incomes rise, this latter fraction will tend to 
increase. The more we can keep down the costs of such services as 
goods-transport and" distribution, the better, provided that the 
jobs are efficiently done; for these services are merely means of 
getting the goods into the consumers’ hands. It does not, however, 
at all follow that we ought to wish to reduce the proportion of 
resources devoted to those services which make a direct contribu- 
tion to satisfaction or welfare. Naturally, in these too we want to 
get the largest possible return for each unit of real cost, and it is 
no better to spend wastefuUy on education or health or entertain- 
ment than on transport or distribution. But whereas distribution 
is not a good in its own right, but only a means to a good, educa- 
tion, health and entertainment are goods in their own right, and 
it is a sign of rising standards and advancing culture to spend a 
larger proportion of thernational income upon them. 

Food Needs and the Import Problem 

In a previous book^ I have quoted certain estimates of the 
amounts by which it would Ifave been necessary to increase the 
consumption of essential foodstuffs in Great Britain in order to 
bring the whole population up to the standards of nutrition 
actually enjoyed by the well-to-do. The analysis there given was 
based on Sir John Orr’s division of the people, from the stand- 
point of nutrition, into six income groups; and the figures were 
designed to show what would be involved in raising all the lower 
groups to the standard of a Ifigher group. I repeat the main 
figures here, together with the data showing how average per 
capita consumption of the foodstuffs altered over the twenty years 
before the analfi^fs was made. But for ondong-fun and one short- 
run _ factor— -our difficulty in finding the means of paying for 
additional imports and the teiCporary world shortage of food 
The Condition of Britain, by G. D. H. and Margaret Cole. 1937. 


supplies — there should be no impracticability in taking these 
estimates as a target to aim at as soon as the immediate post-war 
dislocations have been overcome. ■ 

Required Increases in Food Consumption Compared with Actual 
Historical Trends 
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Of these requirements, only the first need raise any difficulty 
about imports; for clearly we can, if we so decide, produce the 
rest at home, though not without a considerable importation of 
feeding-stuffs. On fresh fruit imported from abroad we spent, on 
the average of the years 1936-8, nearly ^26 millions, and a 
doubling of this bill, plus whatever must be allowed for higher 
prices, would obviously be a serious matter. We may have to do 
with less imported fruit than we should like, and to consume 
more home-grown fruit instead; but in no other respect need we 
be held back by the fear of not being able to pay for imports from 
achieving a satisfactory all-round standard of nutrition for the 
entire British people. On imported feeding-stuffs we spent, on the 
average of the same years, nearly ^30 millions; but wartime 
experience shows that we need not increase this part of our bill 
for imports by nearly the whole of the larger quantities we shall 
need. We can produce at home more feeding-stuffs, as well as 
more food, if we will only continue to take the trouble: the 
question is one of relative cost, and om policy will have to be 
determined in accordance with the position of the post-war- 
balance of payments. But whether we import most of our feeding- 
stuffs or produce more of them at home, there is nothing to 
prevent us on this score from aiming at a thoroughly good 
standard of nutrition for our entire people. 

r The hoine-produffied sufiply of milk rose by ao peitigent. between 1924 
aiidT934.',' " ■ . T" ■ ' 

® These increases would be partly offset , by falls in the consumption of 
condensed milfc and margarine. Thetop income ^roup uses only about half 
as much margarine, and less than half as much condensed milk, per head,_ as 
the rest of the population. » . « 


Food-production Policy “ 

Thei’e is no need, on grounds of mitrition, for us to aim at. a 
larger consumption of cereals or potatoes than we had before the 
war. Few of our people went seriously short of these; and increased 
consumption by those who did go short will be balanced by 
reduced consumption on the part of those who are enabled to 
substitute other and more varied foods. Accordingly, in the case 
of cereals, the question is simply one of deciding how much to 
produce at home and how much to import, out of a total quantity 
that is unlikely to alter greatly as the standai'ds of living change, 
though it will of course tend to decrease as population falls. As we 
were spending before the war nearly ^58 millions a year on 
imported cereals, shortage of the means of paying for imports 
may clearly be a good reason for expanding home production, if 
this can be done at reasonable cost and without undue disturb- 
ance to our exports to the areas from which our supplies of cereals 
have been mainly drawn. We must, however, take care not to do 
unnecessary damage to the farmers of Canada and Australia, who 
depend very greatly on the British market. Similar considerations 
apply to the home production of butter and cheese; but in these 
ca,ses the need for a large increase in total supplies makes it easier 
for us to expand home production without depriving our previous 
suppliers of their markets. 

. / To these and to many other questions of food production policy 
, there can be at this stage no decisive answer. What Gi'cat Britain 
I will have to do depends &n factors which are still unsettled and to 
some extent beyond our controlJ^he more exports we are able to 
sell, the more imported food we shall be able to buy; and the 
( more we buy the better will export opportunities be, unless other 
I countries deliberately close their markets and aim at greater self- 
I sufficiency, or unless the prices which we charge are too high for 
other countries to be willing to pay them. 'We cannot lay down for 
. ourselves a long-term policy of food production until we know 
both the degree of success achieved by our own measures of 
j industrial improvement in enabling us to supply our exports on 
more favourable terms and the degree of openness of foreign 
1 markets and the pace at which industrialisation in the more back- 
ward areas is likely to create an expanding demand for British 
1 engineering products. 

; Fortunately, i tjis not necessary for us j ^o commit ourselves at 
t his stag e to a cleafTj^elined lorig-tenn programme 'ormgrni 
culfural'production. For some tijne to come, world scarcities of 
both food and transport will compel us to keep in being much of 
our wartime policy of agricultural expansion designed to meet a 


larger proportion of basic needs out of hcJme-produced supplies. 
Well before this need is at an end it should be a good deal easier 
than it can be now to settle what lines we had best pursue. 

'Comumers’ Demand for Industrial Products 

It is obviously out of the question to set up for ourselves definite 
targets of consumers’ needs for most industrial products. In the 
case of foodstuffs, the independent standards laid down by experts 
in nutrition provide us with a definite aim; but there are no 
parallel standards for other types of goods. Thus, we can say that 
most people really need more or better clothes than they were 
able to afford before the war; but we cannot usefully translate this 
assertion into an estimate of the number of pairs of boots, suits, 
shirts, skirts and blouses that people ought tb have in order to be 
adequately clothed. This, however, does not mean that we can 
say nothing, or that we ought simply to wait and see how many of 
each of these things, and of other kinds of consumers’ goods, are 
actually demanded at the prices at which these various goods are 
ofi'ered for sale. This is quite the wrong attitude; for evidently the 
numbers demanded of the various kinds of goods will depend on 
the prices and on the quality and attractiveness of the goods on 
offer. It is of the greatest possible importance to offer people a 
large variety of useful consumers’ goods of good quality and 
attractive appearance at the lowest possible prices; and this we 
cannot hope to do unless we deliberately plan to get these goods 
produced in the most economical way .“Well-to-do people often 
speak as if we ought to wish to get away as speedily as possible 
from all kinds of ‘utility’ production, such as we have introduced 
under war conditions in order to economise man-power and 
materials. It is true enough that, we ought to end as soon as 
possible those forms of ersatz production which are based on using 
relatively unsuitable materials, or on skimping the quantities 
used, because of wartime scarcities. But we ought to do everything 
we can to preserve those economies which really cheapen produc- 
tion by inci’easing the scale of manufacture or specialising par- 
ticular factories to a narrower range of products. It is simply 
untrue that standardisation of this sort need result in any narrow- 
ing of the consumers’ range of choice. The fastidious consumer, 
who is prepared to pay a high price for a special article, can be 
unaffected by it;*for no-one wants to stop production that will ■ 
gratify his fancy if he is prepared to pay for its satisfaction. For the 
vast majority of consumers, in respect of the vast majority of their 
purchases, this issue simply does not arise. They want a good, 
serviceable article as cheaply as it can be supplied^ and a choice 


between a dozen carefiSlly considered varieties is quite as effective 
a choice for them as one between several hundred varieties which 
are produced, not because they cater for different tastes, .but 
because several hundred independent firms happen to have hit on 
somewhat different designs. Indeed, in many respects, even apart 
from price, the consumers can be served better when the number 
of varieties is reduced; for standardisation makes possible easy 
replacement of broken or worn-out parts or pieces. In addition, it 
of course facilitates the production in most cases of an article of 
better quality at any given price. 

The Case for Utility Goods 

We must not allow those who ai'gue against standardisation and 
the production of ‘utility’ goods to get away with the contention ■ 
that they are the true upholders of the consumers’ fi’eedom. It is 
no part of the consumers’ freedom to discover, when he wishes to 
, replace a few ' broken tea-cups out of a set, that the design is 
unobtainable, or, when a part breaks in his gramophone or his 
vacuum cleaner, that replacements for that model are no longer 
being made. Yet until we do take to producing ‘utility’ goods in 
sufficient, but not more than sufficient variety, this false freedom 
will be continually the consumers’ fate. 

One great reason why both producing and trading firms are apt 
to dislike ‘utility’ goods is, of course, that, the more standardised 
production is, the more easily can profiteering l^c kept in check. 
Standardisation include^’the laying down of standard sale prices, , 
of which 'the State can secure the observance: whei'eas it is 
impracticable to prevent overcharging, or to keep any effective 
check on the costs of production, as long as an immense variety of 
entirely unstandardised products is being made. I am not for a 
moment suggesting that stanefardisation is appropriate in every 
field; for there are fields of production in which individuality 
counts for a great deal, or in which goods can be produced as 
economically, if not more so, on a small scale aS in large, highly 
mechanised establishments. What I do say is that, until most 
people are a great deal richer than they are to-day, their interests 
will be best served by the ‘utility’ principle in relation to a very 
wide range of products of everyday usfr— especially if the accept- 
ance of this principle includes effective price-control at both the 
manufacturing aijd the distributive stages. ^ 

The obvious ffelds for a wide developmeint of utility production 
include house-fittings and furniture and furnishing stuffs; house- 
hold utensils, crockery, glass, cfftlery; electric fittings, wireless 
sets, gramophones, refrigerators, vacuum cleaners; boots and 
4«8 / 
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shoes, socks and stockings, and other knftwear; overcoats, suits, 
waterproofs, sportswear; trunks, bags and brief-cases; books. 
Woolworth and Marks and Spencer, in their several fields, have 
done something to show how great are the economies that can be 
achieved by large-scale production animated by intelligent 
design: the ‘Penguins’ have given a demonstration of the same 
principle in the case of books and, in doing so, have brought into 
existence a new book-buying public. We must aim in future at 
applying these lessons very much more widely and at destroying 
every monopoly, based on patent rights .or on trade associations, 
that stands in the way of this development. And we must see to it 
that war factories which are capable of being turned over to the 
economical mass-production of consumers’ supplies are used for 
this purpose and are not dismantled lest “they compete with 
‘private enterprise’ or bought up cheap and put out of action or 
diverted to other uses by the monopohsts themselves, 

Production Between the Wars 

The extent of our failure over the inter-war period to make use \/' 
of our means of producing a larger volume of wealth is truly 
astonishing. Some allowance must be made for the dislocation of 
industry during the first World War; but it is generally agreed that 
by 1924 the pre-war level of production had been regained and 
the disastrous effects of bad financial and economic policies during 
the period immediately after the war had to some extent worn off. 
1924, in effect, is generally regarded by statisticians as the first 
‘normal’ post-war year. Let us take 1924 as om- starting point and 
compare what actually happened to the British economy with 
what might have happened if our affairs had been better 
arranged. . 

The five years from 1924 to 1929 were commonly regarded at 
the time as bad years for the British economic system. They 
included Mr. Churchill’s unfortunate return to the gold standard 
at an exchange level which overvalued the pound in terrns of gold 
and dollars and thus imposed serious handicaps on British export 
trade. They were years of what seenied high unemployment until 
our ideas in this respect were altered by the unprecedented 
severity of the world slump. No one was satisfied at the, time with 
the rate of economic progress, which left a substantial part of our 
industrial capacity unused. Yet how much be^er off should we 
have been in 1939, and how much better prepSred to face the 
demands of war, if even the unsatisfactory rate of advance 
achieved duririg these years haS been subsequently kept up, 

Over the five years from 1924 to 1929 the general index of 


I British industrial production increased by 1 2 per cent, despite an 
' .actual fall in the textile industries and in coal-mining, which both 
suffered from the handicaps imposed on exports by the over- 
valuation of the pound. Many of our leading industries. showed a 
much larger advance, as the accompanying Table shows. The 
progress was rapid in the cases of motor-cars, then at last being 
produced iir this country to some extent by standardised methods, 
-of rayon, of electricity, and of the non-ferrous metals. There was 
also a rapid development in general engineering, following upon 
-the severe contraction of the period immediately after the war. 
Production of chemicals advanced more slowly, but well above 
.the average of all industries. 


Indices of Actual and ‘Possible’ Production in Great Britain 
FROM 1934. 

{Production in 1324 — 100. The actual figures show the actual course of production 
• after 1324, the ‘possible’ figures show what production would have been if development 
had continued up to 1344 at the actual rates of 1324-3.) 
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I4f 

175 

243 

— 


‘Possible’ 

. 

- 

100 

147 

216 


317 

466 

Sulphate of Ammonia 

Actual 


• 

100 

208 

ni 

105 

(1936) 

— 


‘Possible’ 

Superphosphates 


• 

lOQ, 

208 

433 


goo 

1)873 

Actual 


• 

100 

II2 

115 

II3 

(1937) 



‘Possible’ 

. 

. 

JOO 

II2 

125 


140 

157 

Basic Slag 

Actual . . 

. 

. 

100 

105 

86 

152 

■ — 


‘Possible’ 


. 

100 

105 

no 

■■ — 

115 

121 

Motor cars 

Actual . . 

, . 

. •, 

100 

182 

268 

337 

— 

■ ■ : 

‘Possible’ 



100 

182 

333 


606 

1,103 

■ Artificial Silk 

Actual . , 



100 

212 

359 

■^431 

485 

— 

‘Possible’ . 

Electricity 

• ' 

• 

100 

212 

450 


954 

2,023 

Actual . . ■ 



100 


195 

239 

•— ' 

— 

‘Possible’ 


• 

lOp 

I5I 

228 

fn . 


519 
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Actual and Possible Production 

Let us see what would have happened if these five years of 
moderate progi’ess — much less rapid than was well within the 
technical possibilities of the case — had been followed, not by the 
greatest slump in the history of capitalism, but by a maintenance 
up to the present of the same modest rate of advance. In the first 
place the general index of indusUial production, which stood in 
1938 at 129, would have stood' at 137 and would have risen by 
194410 i577~in other words, there would have been an advance 
of 57 per cent, in total industrial production over a period of 
twenty years, despite the fact that the estimate allows for a con- 
tinuance of the troubles which beset the export trades between 
1924 and 1929. Secoirdly, the output of iron and steel manu- 
factures, which had 'increased between 1924 and 1938 by only 
17 per cent., would have increased by 44 per cent., and that pf the 
engineering and shipbuilding industries by 71 per cent, instead of 
50 per cent. Output of chemical goods would have risen by 50 per 
cent, instead of 15 per cent., and, to take a group of iirdustries 
which were declining between 1924 and 1929, the output of 
textile goods would have fallen by only 3 per cent, instead of 
12 per cent. As against this, the output of non-ferrous metals 
actually rose faster between 1929 and 1938 than during the earlier 
period, and so did that of the food, drink and tobacco trades; 
while the output of boots and leather, which had been falling 
between 1924 and 1929, increased in the ’thirties, though not 
rapidly. The production “bf gas and electricity also rose rapidly in 
the ’thirties, largely owing to the operation of the ‘grid’ and to a 
considerable development of the industrial uses of gas; and in 
this case the rate of advance was about the same befoi*e and 
after 1929. 

The general picture presented by these figures is one of lament- 
able slowing down of development in the iron and steel, engineer- 
ing, and chemical industries, and of an accentuated fall in textile 
production. The existence throughout of a large pool of unem- 
ployed labour makes it clear that there were no technical obstacles 
in the way of a continuance of development over industry as a 
whole as rapid as that which was actually achieved between 1924 
and 1929. Indeed, this is an obvious understatement; for the 
general advance made in those years was slowed down by the con- 
ditions hamperii^ exports as well as b^ the,, check to wage- 
movements whiSh ensued on the defeat oT the General Strike of 
1926. This latter factor was responsible for the slow advance in 
the food, trades and in other inSustries producing for the con- 
sumers’ marke^t, and both factors of course lowered the average 
■‘©2:; 


rate of advance over industry as a whole. Technically, production 
could have increased between 1929 and 1938, not merely as fast as 
it had been increasing up to 1929, but a great deal faster. The 
obstacle was not to be discovered in any shortage of man-power or 
of technical ability to expand, but in the financial and political 
factors restricting production. Technically speaking, we could at 
least have added at any time 10 per cent, to total industrial output 
by calling unemployed resources into use, and then have increased 
production as fast on the basis of this larger achievement as it had 
actually been increasing up to 1929. 

On this basis, the general index of industrial production would 
have shown the following results, assuming that production had 
been raised by 10 per cent, in 1929: 

19S4 im im 16S9 1944 

100 123 138 154 172 

In other words, we could have raised total industrial production 
by over 50 per cent,, instead of 29 per cent., between 1924 and 
1938. Even this is, I am sure, still a great understatement; for it 
allows for no greater technical progi’ess than was actually being 
achieved between 1924 and 1929. Nor of course does the estimate 
for 1944 make any allowance for war conditions. 

Why Production Fell Short 

It is, indeed, too plain to need any elaborate demonstration 
that, during the ten years before the present war, we were guilty 
of a gross misuse of our productive resources. This was due partly 
to the refusal of Governments to accept any responsibility for 
maintaining the level of employment. But it was also due in part 
to the defeatist spirit which characterised the British capitalist 
system during this period, and to_ the toleration — nay, in many 
cases, the positive encouragement. — given to restrictive combina- 
tions, which made it their object not to expand production in 
accordance with the technical possibilities, but to maintain prices 
at the cost of imposing artificial scarcity. These monopolists, who 
established their empire over an ever-increasing part of the pro- 
ductive system, no doubt told themselves, as well as the world, 
that they were only regulating output within the limits set by the 
market ; but in fact they learnt during the years of depression the 
art of making profits in bad times by charging much for few goods, 
and, when the worst of the slump ■was.over, it su^ed them better to 
go on with this policy than to risk the uTiCertainti& of trying to cut 
costs by expanding the scale ofproduc'tidh, and so reach a wider 
market. They did not piroduce less than- the market was ready to 
absorb, at the prices they charged: they did produce jnuch less 

. .. . ■ . 


than would have been bought at prices remunerative to the sellers 
if all possible efforts had been made to cut out unnecessary charges 
and to lower the costs of production and distribution. Great 
Britain was honeyconabed with combines and trade associations 
regulating output, factory prices, and selling margins at every 
stage of the economic process; and the inevitable result was that 
the consumers found goods scarce and dear. 

This would have been much more obvious than it was in fact 
had there not been, after 1929, an extraordinarily sharp fall in the 
prices of the imported materials of which British manufactures are 
lai'gely made. This fall concealed the extent to which prices were 
being held up by monopolies and by inefficiency in the subsequent 
stages of production, and served as an alibi for high-cost producers 
who were unwilling' to have their inefficiencies exposed. A low 
level of demand was the necessary outcome, even though the fall 
in the cost of imported food released some purchasing power for 
consumers to spend on other goods or services. 

We have thus a picture in Great Britain between the wars of 
^ waste, inefficiency, and deliberate restriction of output over a 
wide range of industries, and of rapid progress in far too few to 
redress the balance. We haVe, moreover, the spectacle of Govern- 
ments encouraging these tendencies by the grant of monopoly 
powers in some cases — e.g. coal — and in others by the encourage- 
ment of restrictive combination — e.g. shipbuilding, cotton. We 
1 have an entire refusal to take any action to curb the power of 
monopolistic price-rings''and trade associations, however extor- 
tionate their policies, and a bland acquiescence in the worsening 
of Great Britain’s position in world markets and in the prevalence 
of unemployment generally and the decay of the distressed areas 
in particular. During the war, Juckily, the problems of production 
were mainly tackled in a different spirit, or we should have gone 
down to inevitable defeat. The question that faces us now is 
which of the two spirits is to be uppermost in the handling of 
after-war issues. 


Distribution of the Occupied Population <Jp Great Britain, 1931,. 
BY Industrial Groups 
{Thousands) 

In work Out of work Total 


Males 

Females Males 

Females 

Males 

Females 

Total 

Prhnaiy 






Fishing . . . 55*7 

1.7. 9.7 

0-3 

65-4 

2*0 

67*4 

Agriculture and forestry i , 065 • 7 

74-3 61 -8 

2*9 

1,127-5 

77*2 

1,204-7 

Coal-mining . , 971 -9 

6-1 216-4 

1*0 

1,188-3 

7-1 

1,185-4 

0 tiler mining and quar- 






rying, including treat- 






ment of products . I47‘2 

5-2 30-6 

0*4 

177-8 

5*6 

183-4 

Total, mines and quar- 






ries . . . i,ii9‘i 

1 1 -3 247-0 

1*4 

1,366-1 

12*7 

1,378-8 

Total, primary produc- 


-2 




tion . . . . 2,240-5 

87*3 318-5 

4*6 

2,559*0 

91*9 

2,650-9 

Metals 




V 


Iron and steel . . 152-2 

4*3 54*4 

0-4 

Q06-6 

4*7 

211-3 

Foundries . . . 229-4 

22-0 59-5 

4*3 

288-9 

26-3 

315*2 

General engineering . 407-1 

39-1 100-2 

4-1 

507*3 

43*2 

550*5 

Electrical manufacture 182-9 

62-4 28-1 

7-2 

2II*I 

69-6 

280-8- 

Vehicle trades . . 308-6 

37*2 54*5 

4*9 

363*1 

42-1 

405*2 

Shipbuilding and mar- 






ine engineering . 19 I -7 

4-2 127-2 

0-6 

318*9 

4-8 

383*7 

Other metal trades . 295-2 

105-6 61 -I 

16-3 

356*3 

121-9 

478-2 

Total, metal trades ,1,767-1 

275-0 485-0 

37-2 

2,252*1 

312-2 

8,564*3 

Chemicals 






Chemical and explo- 






sives trades . . 81-5 

28-2 15-7 

2*0 

97-2 

30-2 

127-4. 

Oil trades . . . 49-1 

13-g 6-0 


55*1 

15-0 

70-1 

Other chemical, etc.. 






trades . . . 29-2 

II-8 **2-9 

0*7 

32*2 

18*5 

44*6 

Total, chemical trades. 






etc. . . . 159*8 

53*9 24*6 

3-8 

184-4. 

57*7 

342*1 

Textiles 






Cotton . . . 167-4 

275*9 50-4 

99*0 

217-8 

375*7 

593*5 

Woollen and worsted . 96-2 

125-0 13-0 

i6-i 

109-a 

141-1 

250-3 

Textile bleaching and 






dyeing . . . 78-1 

24*1 14-0 

4-7 

98*1 

28-8 

,180*9. 

Hosiery . . . 30-0 

92-0 3-0 

lo-r 

33*0 

102-1-; 

135*1 

Silk and rayon . . 26-2 

34-0 6-6 

5*9 

^8*8; 


72*7 

Flax, jute and hemp . i?--?., 

37*0 ' 5*3 

II-8 

24^0 

48-8 

72*8 

Other textile trades , 43-4 

68-0 5*6 

8-1 

49:0 

76-1 

125*1 

Total textile trades . '460-2 

656-2 98-0 

I56*7' 

558*2 

812-9 

1,371 *1 


4GS 


Distribution of the OiSicirpiED Population of Great Britain, 1931, 
BY Industrial Groups — continued 
{Thousands) 

In work Out of work Total 

Males Females Males Females Males Females Total 

Clothing and Leather 


Leather and skins 

Boots and shoes . 

Other clothing trades . 

54-9 

140*8 

167*9 

35-3 

55-3 

460*3 

8*5 

15-5 

15-4 

3*6 

3-4 

25*8 

63-4 

156-3 

183-3 

38-9 

58*7 

486*1 

102*3 
215*0 
669 •4 

Total, clothing and 

leather trades . 

363*6 

550-9 

39-4 

32*8 

403*0 

583-7 

986*7 

Food, Drink and Tobacco 

Food trades 

290*3 

193-8 

34-8 

20*7 

325-1 

214-5 

539-6 

Drink trades 

, 97*0 

2I‘I 

10*8 

2*8 

107*8 

23-9 

131-7 

Tobacco trades . 

i8*5 

30-9 

1-4 

2*3 

19-9 

33-2 

53-1 

Total, food, drink and 

tobacco trades 

405-8 

245*8 

47-0 

25*8 

452*8 

271*6 

724*4 

Woodworking 

Furniture trades 

131*7 

24*8 

22-0 

2*6 

153-7 

27-4 

i8i*i 

Other woodworking 
trades 

191*1 

8*1 

19-8 

0*9 

138-9 

9-0 

147-9 

Paper and Printing 

Paper-making . 

42-9 

14*4 

3*8 

I*I 

46-7 

15-5 

62*2 

Stationery trades 

30*8 

52-9 

2-5 

4-4 

33-3 

57-3 

90-6 

Photographic trades . 

n 

217*9 

8*6 

I‘2 

1*0 

II*I 

9-6 

20*7 

Printing and binding 
trades 

85*8 

17*4 

6*7 

235-3 

92-5 

327-8 

Total, paper and print- 

mg trades 

301-5 

i6i*7 

24*9 

13-2 

326-4 

174-9 

501*3 

Building and Contracting 
Building and contract- 
ing trades . 

934-8 

r 

13-8 

196*1 

0*9 

1,130-9 

14-7: 

1,145-6 

Miscellaneous Manufactures 

Rubber trades . 

35-4 

20*3 

7*0 

2*9 

42-4 

23-2 

63*6 

Musical instrument 
: trades . . 

as-i 

5-9 

5-0 

0*8 

27*1 

6*7 

33-8 

Other manufacturing 
trades . 

78*4 

47*4 

9-5 

4-7 

87*9 

52*1 

i4p'0 

Total, miscellaneous « 

. manufacturing trades 

135-9 

73*6 

21*5 

8*4 

157*4 : 

82*0, 

.239-4 


Total, manufactures , 

: and construction , 4,619*7 ajoog-g 953'7 278-5 5,573*4 2,288*4 7,861*8 


Distribution of the Occupied Population <w Great Britain, iggi, 
BY Industrial Groups — continued 
{Thousands) 


Public Utilities 
Gas . 
Electricity 
Water 


Itimrh Out of work 

Maks Females Males Females Males 


Total 

Females Total 


I14-4 

76-6 

a8-7 


3-7 

0-6 


8-9 

7-9 

3-4 


O' I 
O' I 


I23'3 

84-5 

32-1 


3-8 

3-3 

6'6 


I27'I 

87-7 

33 '7 


Total, public utilities . 2i9'7 7'4. ao-a ca agg'g 7-6 247'5 


Transport 
Railways . . 

Road transport . 
Water transport . 
Docks and harbours 
Air transport 
Storage 

Other transport . 


saa-a 

448-5 

i46‘6 

iig-a 

1-2 

lO'O 

la-i 


i6'0 

18-7 

8-1 

a-i 

0-2 

a-i 

o'8 


ao-7 

47-1 

DI'O 

23'4 

0-2 

2-0 

1-2 


0-6 

"■3.. 

I'O’^ 
O' I 

o-a 


542-9 

495-6 

207'6 

141-6 

1-4 

12-0 

13-3 


i6'6 

20-0 

9-1 

a-2 

0-3 

a-3 

0-8 


559-5 

515-6 

216-7 

143-8 

1-6 

14-3 

14-1 


Total, transport . 

1.259-8 

48-0 154-6 

3-2 1,414-4 

51-2 

1,465-6 

Commerce and Finance 

Commerce and finance 2,163-7 

968-8 173-4 

62-1 2,337'i 

1,030-9 

3,368-0 

Public Services 

Defence 

239-7 

6-3 5-3 

. 0'3 245-0 

6-6 

251-6 

Post Office 

Other Government de- 

163-6 

59-2 5-5 

.0-9 169-1 

60-1 

229.2 

partments 

97-8 

28-5 4-1 

0 

-IH 

6 

29-a 

131-1 

Police . 

68'7 

1-8 0-4 

~ 6g-i 

1-8 

70-g 

Education, public 
Other local public ser- 

85-6 

i88'3 i'4 

i'9 87-0 

190-2 . 

277*2 

vices 

470-2 

i20'7 B6'i 

3-7 556-3 

124-4 

680-7 

Total, Public Services . 

1,125-6 

404-8 102-8 

7'5 1,228-4 

412-3 

1,640- 7 


Professions 
Religion . 

Law . . . 

Medicine and dentistry 
(private) 

Education (private) 
Architecture 
Engineering and sun 
veying ... . . 
Accountancy: ■, 

Other professions 

Total, professions 


56-8 

24-8 

P'9 

•. — . 

57-7 

24-8 

82-5 

53-6 

23-6 

1-4 

0*6 

55-0 

: 24-2 

79-2 

72-6 

139-7 

!^-7 

7*4 

75-3 

147- 1 

. 222-4 

47-2 

89-3 

1-7 

2*9 

48-9 

92-2 

141-1 

12-4 

1-9 

0-5 

0*1 

12-9 

: 2-0 

, 14-9 

12-8 

2-1 

0-7 

0*1 

4^3-5 

2-2 ' 

15-7 

Ib-s 

g-5 

I'O 

0*2 

. 4S-5 

9-7 

50-2 

37-8 

21-8 

B'4 

1*2 

40*2 

23-0 

63-3 

332-7 

. # 

312-7 

11-3 

12-5 

344-0 

325-2" 

669-2 


4S^ 




Distribution of the Ogoupied Population of Great BRiTAm 1931, 
BY Industrial Groups — continued 


Entertainment 


{Thousands) 

Inworh Outofmrh Total 

Mates Fcnudes Maks Females Mates Females Total 


Entertainment and 


sport 

na ‘9 

60-2 

24-0 

IO»I 

136-9 

70-3 

207*2 

Personal Service 

Private domestic service 

280'0 

1,243-0 

21-8 

99-9 

301-8 

L337-9 

1,639-7 

Hotels and boarding 
houses . 

i69'8 

217-6 

21-8 ' 

15-5 

191-6 

233-1 

424-7 

Restaurants and clubs . 

89-4 

134-2 

9-7 

15 '4 

99-1 

149-6 

24.8-7 

Laundries and cleaning 

37‘i 

132-7 

3-2 

8-4 

40-3 

141-1 

181-4 

Other personal services 

*105-9 

58-9 

7-8 

3-1 

113-7 

62-0 

175-7 

Totalj personal ser- 

vicesj etc. 

682-2 

1,786-4. 

64,-3 

143-3 

746-5 

1.923-7 

2,670*2 

Others 

Miscellaneous and un- 
stated . . 

53-7 

18-7 

96-0 

27-9 

148-7 

46-6 

195-3 


CHAPTER lY 


FOREIGN TRADE AND THE BALANCE 
OF PAYMENTS 

In the document which was submitted to the Americans 
in connection with the negotiations for a loan to Great Britain, it 
was estimated that "the increase in the volume of exports over the 
pre-war level which will be necessary to pay for the pre-war 
volume of imports, after allowing for the depline in other sources 
of external earnings, is of the order of 50 per cent.” This estimate, 
it was stated, made no allowance for the need to supply an 
increased population or for any improvement in the standard of 
living or in the volume of employment, such as to call for a larger 
volume of imports. Nor did it include any provision for repayment 
of wartime overseas debts, or for the maintenance of armies of 
occupation abroad. The document just quoted reached the con- 
clusion that after allowance for other factors, such as tliese, the 
need might be for “a volume of exports nearer 75 per cent, than 
50 per cent, in excess of the pre-war level.” 

The British Balance of Payments Before the War ^ 

Let us try to see on what these estimates, which have inspired 
the ‘export drive’ that was started as soon as the fighting ended, 
were based, and, as far as we can, what are the prospects of 
meeting the need. 

In 1938 the British balance of payments was made up approxi- 
mately as follows: 


The Brotsh Balance of Payments, 19 38 



C£ millions) 


Itfiports 


ATeans of payment 


Net imports of goods (gross im- 


Exports of British goods {ex- 


ports less re-exports) , 

858 

cluding re-sxpoits) . . 

470 

Net Government expenditure 


Net shipping income . . 

too 

overseas . . 

13 

Net income from overseas in- 




vestments . . . 

aoo 



' Other net receipts (financial 


. 


. earnings, tQiijrists, etc.) • . 

as 


’871 

. ■■ .ff 


805 

■ V 

■ <■ ■ ■ •?« 


Deficit . . . . ; 

66 



a 

4 ^ 

• • • 


'X 



i 


Thus, in the year before the outbreak of war, Great Britain’s 
exports fell short of paying for imports by ,^388 millions, and even 
after allowing for shipping earnings by ^a88 millions. Most of this 
deficit was met out of the -£200 millions paid as dividends and 
interest on overseas investments belonging to British citizens, and 
a small part out of other overseas earnings, such as those of our 
finance houses and insui’ance companies and the small surplus of 
receipts from tourists. The total of £225 is net, after allowance for 
dividends and interest on British capital owned by foreigners, and 
for other items on the debit side. But even after using up all these 
earnings we were still £66 millions short of the sum needed to pay 
for imports and to meet the small account for net British Govern- 
ment spending overseas — ^mainly in the colonial empire. This 
deficit had to be met either by exporting gold from our stock, or 
by repatriating capital previously invested abroad, or by allowing 
foreigners to run up sterling credits in London. A considerable 
part of it was actually met by receiving back instalments due on 
loans made to India and to other countries, and not reinvesting 
these sums overseas. 

In 1938 the position was a little affected by special imports 
brought in for the purpose of increasing our stocks of food and 
materials in view of the possibility of war. But this was done only 
on a very small scale. On the average of the three pre-war years 
1936-8 there was an annual deficit of over ,^40 millions on the 
current balance of payments; and most of this ,<^120 millions was 
met by the repatriation of capital from abroad. 

The Estimated Avehage BRmsi-i Balance op Payments, 1936-8 
(;^ millions) 

Net British exports 


Net imports of goods . . 866 

Net Government payments 
overseas . . . . 7 


873 


Net export of silver . . 

Net shipping income 
Net income from finance and 
insurance . . , . 

Net income from overseas in- 
vestments . . , . 

Net income from otlier sources • 


Deficit 


477 

J 

105 

37 

ao3 

7 

830 

43 


. , ip '.f. 

With total overseas investments valued’’ at upwards of ;^4,ooo 
millions, there was nothing immediately alarming about a deficit 
of this size, taken by itself. Greaf Britain could have gone on for 
ten years at this rate, and would have used up over the whole 
; 990 


period only about a tenth of its existing* overseas investments. 
StUl, the position was not satisfactory — the more so because both 
any increase in standai'ds of living and the adoption of a policy of 
full employment were bound to call for considerable additional 
imports, without necessarily increasing the sales of British goods 
abroad. Even as matters stood before the war, British exports 
were doing not at all well in world markets, and there was a 
strong case for taking action to increase their volume. 

How the Position has Changed since ig^p 

The war has radically altered the entire situation. By June, 
t 945j we had sold £i , 1 1 8 millions of our overseas capital holdings. 
Our gold and dollar reserves had shrunk from ^864 millions in 
1938 to ^4^3 millions; and much of this rbduced total was in 
effect held on trust for empire countries which shared in the 
‘dollar pool.’ We had incurred ^^2,795. millions of additional 
sterling debts, over and above the y^ydo millions already owing in 
1938, mainly to countries which held their currency reserves 
largely in sterling .'’^ur income from overseas investments had 
fallen to less than ;^oo millions, not allowing for the interest on 
these sterling debts. "Dur total merchant fleet, including vessels on 
war service, had fallen from 22 million deadweight tons to less 
than x6 millions, as a result of war losses only in part offset by 
new building. It looked as if the accumulated sterling debts, if 
they had to be met in full, would about wipe off the value of the ^ 
remaining overseas investmeihs, and as shipping earnings, after 
making allowance for price-changes, would for some time be con- 
sideraWy below the pre-war level in purchasing power over 
imports. Accordingly, if Great Britain were to make both ends 
meet, most of the cost of post-war imports would have to be met 
out of the proceeds of export trade. As this clearly could not be 
done at once, even if it could be done at all, it had to be con- 
templated that further d^bts would be incurred after June, 1945. 

It was for the purpose of meeting these further deficits that a loan 
from the United States and also a further loan fi'om Canada were 
sought; and of course the acceptance of these loans rheanS that 
still more exports will be needed in future in order to pay 
them back.: 

British Jh^orts 

Great Britain’s pre-\^ar imports consisted for the most pai’t not 
of manufactured goods but of foodstuffs and raw materials ; and of 
the manufactured goods impofted a high proportion consisted 
of semi-manufactures for further working up in this country— in 
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Some cases with a view to export — or of specialised machinei’y not 
made in Great Britain. On the average of the years 1936-8, nearly . 
^403 millions out of the total net imports ojf £866 millions con- O' 
sisted of f oodstu ffs, drink and tobacc o, nearly ,^237 millions of 
raw rnaterials, and only ^ 32 i| inSlions of manufactured and 
semi-manufactured goods. These foodstuffs and materials, and 
also most of the manufactory -j^re needed inCb rder to sustain 
t he British standard of life;<«nd by 1946 more of them were 
needed, becauseThe"population had increased. Any policy of 
improved nutrition would be bound to call for some additional 
imports; and so would any rise in real wages or social insurance 
benefits, or any increase in real incomes due to fuller employment. 

The situation will no doubt be affected if we continue to grow a 
considerably larger proportion of our food supply at home. I set 
out in the Chart opposite the actual bill which we incurred 
on the average of the years 1936-8 for imported food, fodder, 
drink and tobacco. It will be seen that much the largest single 
item was meat, with grain and flour a long way behind, butter ^ 
and cheese costing nearly as much as grain and flour, and feeding- 
stuffs coming next. Before the war Great Britain produced at 
home about one-fifth of its supply of wheat and be^een 40 and 
45 per cent, of its supplies of meat of various kinds.mut this latter 
proportion was maintained only with the aid of large imports of 
fodder, which also contributed to the home production of milk. 

Of our liquid milk, butter and cheese, taken together, we pro- ^ 
duced roughly one-third, of our sugar about one-quarter. Only in 
potatoes did we approach self-sufficiency. 

During the war ye ars th e pos ition was of course quite abnormal. ^ 
In normal Hmes, import poKcyls settled mamlyby cbnsideratibns'^ 
of cost, including cost of transport, on the assumption that there 
will be plenty of shipping available to carry whatever goods are 
wanted from overseas. Under war conditions, however, the supply 
of vessels was always short, and grew shorter as German sinldngs 
reduced the size of the available merchant fleet. It was therefore 
indispensable to adopt policies which would make the smallest 
practicable call on shipping space. This meant both cutting down 
bulky cargoes and substituting, wherever possible, shorter for ^ 
longer voyages in order to get more work out of each vessel. 
Grain and fodder are both bulky; and accordingly more wheat 
had to be grown at home, almost regardless of cost, and maize had 
to be almost dispensed Vith as a feeding-stuff, whereas home crops 
of fodder- — root crops — had to be increased. The increase of grain- 
growing meant, in a country in tvhich there was little uncultivated 
land to be brought into use, a dedline in the acreage of pasture 
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British (Food Production and Imports 
{Thousands of tons, except where otherwise staled) 



Production 

im t944 

im 

Average, 

loses 

Imports 

im 1944 

ms 

Wheat . 

1,645 

3,138 

2,176 

4,980 

5,304 

2,824 

3,550 

Flour . 

— 


— 

410 

367 

792 

542 

Barley . 

89a 

I »752 

a, 108 

938 

686 


104 

Rice 

— 

— 

— 

120 

143 

42 

25 

Potatoes 

5,218 

9,096 

9,791 

— 

— 

— 


Sugar • 

489 

390 

447 

ai 303 

2 ,UI 

1,154 

1,097 

[Sugar-beet 

3,529 

3,267 

3,886 

— . 

— 

— 

-] 

Oats 

a, 003 

2,953 

3,245 

‘ — 

■— 

u8 

— ' 

Maize . 

— 



3,376 

2,320 

510 

Fodder crops 

14,279 17,913 18.991 

— 

— 

— 

— 

Flay 

7,790 

5,690 

7,19a 


— 

— 

— 

Fruit 

' 824 

666 

445 

— 

— 

— . 

. — 

Oranges 

— 

— 


546 

563 

l66 

308 

Pried fruit . , . 

— 

— r 

— 

154, 

179 

ai2 

107 

Meat . 

1,316 

879 

926 

1,475 

i,4aa 

1,54a 

1,046 

Fish . . . 

785 

328 

489 

158 

1 8a 

271 

268. 

Poultryd millions . 

74-4 

55-1 

62*1 

176 

— 

— 

. 

Eggs in shell . . 


— 

— 

196 

23 

48 

Dried egg 

— 

— 

— 

I 

I 

86 

35 

Milks . 

1,300 

1,378 

^>423 

973 

853 

1768 

95 ® 

Butter, . 

— 

— 

— 

478 

437 

154 

J90 

Cheese . 

— 

— 

— 

143 

143 

252 

191 

Margarine 

223 

400 

401 

— 

— 

— 


Cooking fat . 

130 

31 

63 

— 

— 

— 


bard . 

— 

— 

— 

73 

79 

190 


Oilseeds and nuts , 

— 

— 

— 

1,482 

1,536 

1,460 

1,044 

Vegetable oils 



— 

— 

218 

alia 

20a 

154 

Fish oils 


— 

— 

194 

265 

4a 

62 

Tea 

— 



— 

222 

184 

193 

178 

Coffee . 

— 

— 

— 

20 


42 

48 

Cocoa . i 

— , 



— 


laO 

145 

95 

Jam and marmalade 

220 

303 

272 


— ■ 


Sugar confectionery 

482 

26!^ 

238 

— 


— 


Beer'*' . 

25*6 

31-4 

32'6 


— 



Spirits®. 

25‘9 

2’2 

15-1 


— 

— 



land; and as it was regarded as vital to maintain and indeed to 
increase the supply of milk, this made unavoidable a fall in the 
home production of meat. 


Imports and Production in Wartime 
The broad stoi7 of British food production and food imports 
under war conditions is told in the Table above, is on the whole a 
story of remarSably successful adaptation in face of a serious 

Number of poultry on agricultural holdings. 

* Million gallons. * Million bulk barrels. 

» Thousand tons, milk condensed and dried. '• Million proof gallons. 
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shortage of man-power on the land. But it was, and was bound to 
be, grossly uneconomical, in the sense that it involved growing at 
home things that could have been procured much more cheaply 
from abroad if there had been ships to carry them, and buying 
from abroad expensive but less bulky goods that could have been 
produced more economically at home, e.g. with the aid of impor ted 
fodder. The consequence was that increasingly heavy food sub- 
sidies had to be granted in order to give the farmers adequate 
incentives and rewards without raising the cost of living. Such a 
policy was fully justifiable in time of war, and remains justifiable 
as long as the world shortage of basic foodstuffs continues; but it 
is obviously not the right policy for the long-run future of British 
agriculture. An attempt was indeed made to modify it in 1945, as 
soon as the war ended. It was not then appreciated that the world 
would have to face a serious post-war shortage of basic food 
supplies: when that was tardily recognised, the wartime policy of 
high cereal production had to be hurriedly reinstated, much to 
the annoyance of farmers, who had been replanning their output 
on the assumption of a return to conditions more like those of the 
pre-war years. 

The continuing food shortage has rendered it impracticable to 
lay down any long-term plans for British agriculture. It is, how- 
ever, clear that it will be uneconomic in the long run to maintain 
the high wartime levels of cereal production, and that it will be 
necessai’y to concentrate more on developing an increased output 
of the more expensive foodstuffs. Milk Wls already before the war 
the most valuable item in British farm output; and there is 
obviously still room, in the interests of good nutrition, for a large 
further expansion in the sales of liquid milk. Meat production, 
including that of bacon, will clearly need to be brought up to and 
a long way beyond the pre-war levels; and there is need for a 
great expansion in the output of fresh vegetables and of poultry 
farm products. These increases are required in order to improve 
the general standards of nutrition, and to maintain with greater 
variety of diet the improved distribution of food that was secured 
during the war. They will accordingly not lead to any substantial 
fall in the demand for food imports; and it would be most unwise 
to budgetifor any less to be spent on these than before the war— 
indeed, it is necessary to budget for enough to allow for the full 
rise in the prices that will have to be paid, 

British Wartime Consumption 

The story of British consumption in wartime is told in the Table 
on page 507, except that the total figures give no indication of the 
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better distribution bro"aght about by rationing and by less uneven 
division of spendable income. The figures make clear the lai’ge 
increases that are needed, as soon as the supplies can be made 
available, in meat, fruit, sugar, butter, tea, and a number of other 
foods, most of which will have to be imported, either because they 
cannot be grown here or because considerably more will be 
needed than there is any prospect of supplying from home sources 
at a reasonable cost. 

British Raw Material Imports 

If the British bill for imported foodstuffs cannot easily be 
decreased, still less can the bill for imported materials. Great 
Britain depends on importation for all its cotton, silk, hemp, jute, 
tobacco, rubber, tea, copper, and many other essential non- 
ferrous metals; for nearly all its timber, wood-pulp, oil and flax; 
for most of its hides and leather, \yool, paper, and lead; and for a 
large proportion of its iron ore. Goal is the only raw material of 
the first importance for industry of which resources are adequate; 
and it is being found diflficult to produce enough coal to meet the 
needs of the home market — let alone to restore exports to a satis- 
factory level. Such timber resources as there were have been ruth- 
lessly denuded under stress of war, and there can be no recovery 
for more than a generation, even if the most active policy of re- 
afforestation is pursued. We have used up, in more than a century 
of intense industrial activity, a high proportion of our natural 
resources; and even if great progress is made in the development 
of substitute materials, Great Britain will need to import most of 
the raw ingredients of which these materials will be made. 

On the average of the years 1936-8, net imports of raw 
materials into Great Biitain cqst about £2$^ millions, not includ- 
ing £iq millions for tobacco. Of this total, textile materials cost 
,^86 millions, timber and wood-pulp for paper nearly £&/^ 
millions, raw metals £^o millions, seeds and nuts another 
^^30 millions, rubber nearly ^9 millions, and hides and skins 
millions. To these totals must be added a considerable sum for 
semi-manufactures which cannot easily be produced at home (and 
could in any case be produced only from additional imported 
materials), A high proportion of the total imports of manu- 
factures, which averaged ,0221 millions, consisted of such goods; 
for imports of finished manufactui'es had been cut down drastic- 
ally by the British tariff of 1932. 

Exports from Great Britain are made up largely of imported 
materials. Indeed, the import content of British exports is said to 
average about 30 per cent, of the value when they are made. 
ZOQ ri': " : . ' 



British Food Consumption, i'^34-46 
{Weekly am ages. Thousands of tons, except where otherwise stated) 


Average, 

1034-8 

im 

mi 

, im 

1943 

1044 

ms 

October 

me 

Flour 

78-7 

86-5 

97-8 

93-4 

94-0 

98-0 

99-1 

93-2 

Barley (food and 
brewing) 

15-8 

15-8 

i 6-8 

15-7 

23-0 

17-9 

20-9 

i 6 -o 

Rice 

1-8 

3’3 

2-7 

1-6 

1-4 

1-5 

0-5 

0-2 

Potatoes (for food) . 

58-6 

60-3 

69-5 

83-8 

97-3 

112-4 

106-4 

ii 7-6 

Sugar . 

40*6 

30'5 

a 7 -9 

28-4 

28 -y 

31-6 

30-7 

36-7 

Syrup and treacle . 

1*8 

1-4 

i’5 

r-7 

1-8 

2-1 

2-1 

2-0 

Oatmeal and flakes . 

3*3 

— 

3-2 

4-0 

4 -8 

4-3 

4-2 

3-8 

Other breakfast 
. cereals 



0-9 

t-o- 

0-8 

0-9 

0'9 

i-i 

Biscuits . 

■ — 

— 

6-8 

5‘i 

5-2 

5-0 

3-8 

Maize . 

6S'3 

39*2 

15-6 

3-5 

2 -X 

2-2 

7-8 

3.7 

Canned and dried 
vegetables . 

(3'4)i ( 2 - 1)1 

6-2 

7-4 ' 6-3 

7-0 

7'7 

8-0 

Dried fruit 

3-3 

3-0 

3‘3 

3'7 

2-8 

4-3 

3'9 

5-2 

Meat, fresh and 40'5 

41-2 

33-1 

32-3 

31-5 

35-0 

33-7 

36-7 

frozen 

Meat, canned . 

1-3 

i-i 

1-6 

5-0 

5‘6 

5’9 

7-2 

6-0 

Meat, bacon and ham lo-a 

8-5 

8-0 

7-8 

7-6 

9-8 

7-0 

6-2 

Fish, fresh and frozen, 
filleted 

8-8 

4-6 

4-6 

5‘3 

5-6 

6-3 

8-0 

II-O 

Fish, canned . 

1-6 

2*3 

1-7 

1-6 

I ’5 

1-8 

2-3 

0-6 

Eggs in shell . 

8-6 

T1 

6-6 

4-9 

3-9 

3-9 

4-8 

3-7 

Eggs, dried 

Milk, liquid, million 
gallons® 

0-03 

0-05 

o-o 6 

0-77 

1-07 

1-14 

1-56 

0-72 

73-0® 

78-1 

88-6 

9a'9 

97'4 

100-4 

103-6 

io 6 ’o 

Milk used in manu- 
facture® 

36-3» 

24-3 

i3‘3 

«» 

12-9 

14-6 

14-4 

15-0 

9-5 

Milk, condensed and 
powder . j . 

5-6 

4-9 

4-0 

5-5 

6-0 

5'4 

5‘4 

6-8 

Butter . 

9-6 

5-6 

3‘9 

3-2 

3-2 

3-1 

3'5 

3-9 

Cheese . 

3-6 

3-6 

3-6 

5-7 

4-9 

4-5 

4-5 

3-8 

Margarine 

Lard and cooking fat 

3-5 

6-6 

7'7 , 

7-6 

7-4 

7-9 

8-1 

7-4 

3-8 

3'7 

4-0 

4-8 

4-8 

4-9 

4-5 

3’4 

Tea . 

4'4 

4-1 

3‘5 

3-5 

3' I 

3-a 

3-7 

4-4 

Coffee . . . 

0-4 

0-5 

0-5 

0-5 

0-6 

0-8 

0-9 

0-8 

Cocoa beans , 

2-0 

2-7 

2-3 

2-5 

2-2 

3-0 

2-4 

3'9 

Jam and marmalade 

4-1 

4-4 

4-8 

5‘6 

6-8 

6-6 

5-6 

5'4: 

Sugar confectionery 
and chocolate 





4-7 

5-0 

4-6 

5-6 


Higher exports involve higher imports of materials; and full 
employment involves both more materials to work upon and a 
larger consumers’ demand for imported goods. It also, in the 
short run at any rate, cglls for considerable imp«-r|3 of machinery. 
The total bill for materials and machinery is bound, under post- 
war conditions, to be very subs^jintially larger than it was before 
^'the'war.' 

Dried only. * Monthly averages. s 1933. 
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The Post-war Export Brive 

The ability of Great Britain to procure these imports will 
depend, as soon as the American loan has been used up, almost 
wholly on the proceeds of British export trade and on the earnings 
of British shipping. For a period after the cessation of hostilities, 
the world shortage of supplies was such that it was easy to sell 
almost anything that British industries could provide for foreign 
customers; and the intensive exjsort drive, which was pushed to 
the length of leaving British consumers with much less available 
than they wanted to buy, pushed up British overseas sales by the 
middle of 1946 to a volume appi’oximately equal to that of 1938 — 
and of course to a substantially greater value. This recovery was 
due almost entirely to high exports of machinery and of vehicles, 
to which the wartime sti'ucture of industry made it easiest to 
switch over. Exports of cotton goods, as well as of coal, remained 
an immense way below the pre-war level, which was itself 
regarded at the time as profoundly unsatisfactory; and there 
seemed to be no prospect of either of these vital exports getting 
back to its old position. It was evident both that the possibility of 
the large increase in total exports that was imperatively needed 
would depend mainly on the height of world demand for capital 
goods, and that the sales of these goods would speedily come to 
depend much more than they did just after the war both on the 
prices charged and on the readiness of the supplying country to 
give credit. 

This was bound to hol8 good, above all, if the conditions of the 
world market were to be those of unlimited capitalist competition, 
as the Americans wished them to be. The system of complete 
multilateral trading, for which the Americans stand, rests oir the 
assumption that, in the absencp of all restrictive conditions, except 
the tariff, tied loans, and compulsory caniage of exports in 
American ships — which they conveniently ignore when they for- 
mulate their doctrines and press them on the res t of the world— each 
country will be able to achieve a balance of payments by selling: 

. as much as it buys, and will be able to buy as much as it has any 
right to expect. Under this system, or rather lack of system, there 
is no need for the trade of any one countiT-, or group of countries, 
with any other country or group to balance, or for the gap to be 
filled by loans from the one to the other. Inequalities will be 
adjusted by sales, to, and purchases fron^ third parties; so that 
country A wilf be able to pay. for its excess of imports from 
country B by selling more than ithuys in its trade with country C, 
which in turn will export to country B tnore than it imports there- 
from. If 4ny country tends iii the aggregate to import more than 



it has means of paying for, the balance* will be redressed by 
internal deflation, which will at one and the same time reduce 
its demands for imports and bring down the prices of its goods, 
and will thus increase its exports by more than enough to offset the 
fall in the value of each unit sold. It is assumed, in the American 
doctrine, that the relative values of the various countries’ 
currencies will be fixed, so that exports cannot be stimulated 
by currency depreciation — ^which is regarded as unfair. This 
leaves internal deflation as the only means of setting about re- 
dressing an unfavourable balance of payments; but of course 
such deflation is apt to lead to unemployment and is entirely 
inconsistent with the full employment policy wi’hich the Ameri- 
cans, equally with Great Britain, have pledged themselves to 
maintain. 

Profiting by their extremely powerful bargaining position and 
by the difficulties in which other countries are placed, the 
Americans have done everything in their power to compel the 
rest of the world to adopt both multilateral trading and currency 
stabilisation as cardinal principles of economic policy. Under the 
Bretton Woods Plan, to which Great Britain was forced to adhere 
as a condition of the American loan, the relative values of the 
national currencies are to be fixed, not quite unalterably, but so 
as to make variation difficult except within a narrow range. Each 
country is left free to fix the gold value of its national currency on 
entering the scheme; and, thereafter- each country is empowered 
to vary this value up to a total variatic® of lo per cent. Beyond 
this point, no variation is to be allowed except with the consent of 
the managing board of the International Monetary Fund estab- 
lished to control the working of the plan; and variations even with 
the consent of the board are normally to be limited to a further 
10 per cent., though under special conditions larger variations 
can be allowed. The point is that, beyond'the initial lo per cent, 
elasticity, each country entering the Bretton Woods Plan forfeits 
its power to fix the value of its currency to suit its own internal 
and external trading situation. 

The Bretton Woods Plan is also designed to eliminate national 
control of the supply of foreign exchange, except in the case of 
capital transactions. One way open to a country which finds itself 
faced with an adverse balance of payments is to control or ration 
the supply of fort^lgn exchange, in such a way«,as to restrict the 
total amount of foreign money that its nationate can claim in 
exchange for their own, and also, if necessary, to supply some 
kinds of foreign money more fbadily than others, and thus to 
direct trade towards the countries frOm which purchases can be 



most easily made and paid for. The Bretton Woods Plan excludes, 
after a transitional period, all such forms of exchange control, and 
makes each member country liable to supply, for current (though 
not for capital) transactions, any amount of any foreign currency 
that holders of its own currency may demand of it. The Plan is 
meant, by providing an International Fund on which countries 
can draw, to make this possible; but it does so only to the limited 
extent of the credits to which the member countries become 
entitled. If these credits are exhausted, the scheme pi’ovides no 
means, except internal deflation or permitted currency devalua- 
tion, of dealing with the problem. 

There is, indeed, a further provision whereby, if a particular 
currency becomes ‘scarce’ in relation to the demand for it, the 
directors of the International Fund can authorise the member 
countries to reimpose exchange controls on the supply of the 
scarce currency. This clearly refers to American dollars, which 
will inevitably become scarce unless the United States either 
steadily lends abroad enough to offset its surplus of exports over 
imports, or, by reducing its tariff, does away with this surplus by 
accepting a much larger influx of foreign goods. 

Under the Financial Agreement attached to the American loan. 
Great Britain has not merely had to accept the Bretton Woods 
Plan, but has also promised to remove all exchange controls over 
current transactions within a year of the loan taking effect, instead 
of the five years allowed for under the Bretton Woods Plan. Great 
Britain has also promis(^, in this connection, to wind up the 
‘dollar pool’ which was used during the war to ration the scarce 
supply of dollars among the countries of the British Empire. 

Over and above all this, Great Britain was pledged by the 
Mutual Aid Agreement made during the war, to abolish trading 
‘discriminations,’ which are mterpreted in America as including 
all empire preferences, in return for a general promise that the 
American tariff would be reduced. 

These various conditions will be discussed at greater length in 
subsequent chapters.! They are summarised briefly here, because 
they are directly relevant to the problem, which now confronts 
Great Britain, of raising exports to a sufficient level to pay for 
necessary imports, as well as gradually to pay off the sterling 
«debts that have been incurred during the war, as well as 
: The loans more ifpcently made by the Unitqjl States and by 
Canada. ' , 

The q is whether Great Britain can reasonably hope to 
sell enough exports m the world rflarket to meet these obligations, 

! See pp. gGoff. 


unless it is to be allowable to some extent eisher to make purchases 
of imports conditional on the sellers agreeing to receive payment 
in British goods, or to establish bulk-purchasing Import Boards 
and state-controlled Export Boards which will be in a position to 
plan British sales and purchases in such a way as to achieve the 
same eiffect. If the Trade Proposals put forward by the Americans 
in 1945-6, and assented to under duress by the British Government 
as a condition of the American loan, did become operative, such 
methods of balancing imports and exports would be ruled out,i 
though it is not easy to see how some of the extraordinary pro- 
posals included in the American document could in practice be 
enforced;- 

If Great Britain is tied down in all these ways, the expansion of 
British exports will depend on three main hactors^ — the general 
level of world prosperity and demand for imports, the relative 
prices of British exports and those of competing countries, and 
the relative ability of Great Britain and of other suppliers to grant 
long-term credit. Of these three factors, the first depends on con- 
siderations of world economic policy which will be under dis- 
cussion in many of the later chapters of this book. The second 
depends on the efficiency of British production in relation to 
British wage and interest levels, and also on the elimination of all 
unnecessary selling costs. These factors too are considered in other 
chapters; The ability to grant long-term credits, however, -depends 
on the actual achievement of an export surplus; for it is only out 
of such a surplus that the credits can cosne. In this respect Great 
Britain, in view of the heavy weight of existing sterling debts and 
of the further obligations of the American loan, will evidently be 
at a grave disadvantage to the United States. The Americans are 
in a position to grant unlimited credits, and to use these credits as 
a means of pushing their own exports to any extent they please; 
and there is a serious danger that they may try to meet a domestic 
slump largely by this method. This constitutes one of the most 
formidable difficulties in the way of securely balancing the British 
international accounts; for even if success is met with m building 
up a large export trade during the period of acute post-War 
shortage, this achievement may prove to be very precarious in 
face of a determined American attempt to export the unemploy- 
ment due to a domestic slump. 

All in all, the problem confronting British economic statesman- 
ship is very serious, and’there is clearly no hope o# dealing with it 
successfully except on a basis of highly efficient production, 
especially of capital goodS; Tha? is why thorough reorganisation 

t For a fuller discussion of this question, see Part V, Chapter XL 
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of the great export industries is indispensable, not as a mattei’ of 
Socialist economic theory, but for the sheer sui'vival of the British 
economy under the conditions which are the outcome partly of 
technical evolution and partlyof the severe losses sustained in the 
second World War.i 

^ The note which is to be found on pages 997-8, written after the serious 
fuel and weather crisis of the early months of 1947, should be read in con- 
junction with this chapterj and the reader is advised to turn to it at this 
point. 


CHAPTER V 


CHILDREN AND ADOLESCENTS 

In making plans for the i-econstruction of our country 
after the war we have to make up oui- minds what the general 
nature of our social system is to be. This raises at once the great 
issue of Socialism versus Capitalism; but I want to leave aside in 
this chapter all direct consideration of the merits and demerits of 
these two alternative ways of arranging our edonomic affairs, and 
to deal only with the social, as distinct from the economic, aspects 
of the choice which we are called upon to make. In this form, the 
question which we have to consider takes shape as one, not of the 
organisation of industry or the control of employment or invest- 
ment or the prices charged by producers for goods and services, 
but rather of the social relations between persons and groups and 
classes and of the conditions under which the various sections of 
the people gi'ow up, live, die, marry and cope with the various 
hazards and insecurities of existence in the complex society of our 
time. My consideration of these vast questions is bound to be very 
brief; those who want to know more about the methods of hand- 
ling them before the war, and about the’results of these methods, 
will find fuller information in a book published in 1937, under the 
title of The Condition of Britain.^ 

Infant Mortality and Children's Allowances 

First, then, out of every thousand children born m England and 
Wales between 50 and 60 have died before the end of the first year, 
and in Scotland nearly 70 have died within the same brief span of 
life. More boys than girls have died in infancy — ^which mainly 
accounts for the excess of women in the grown-up population. 
The English rates of infant mortality in recent times have not 
been high in relation to those of most other countries, but that 
they can be improved on fui’ther is shown clearly by the sub- 
stantially lower rates in Holland, Norway and Sweden, Switzer- 
land, Australia and New Zealand. Infant mqrtality has been 

r The Condition of Britain, by G. D. H. and Margaret Cole^ The figures given : 
in this book are now, of course, ten years behind the times; but this makes little 
practical difference, as there are on nikny subjects few later figures available, 
and the experience of the war years is abnormal ih many respects. 
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falling fairly fast; and in view of low birth rates it is very important 
to achieve further progress. The position was until quite recently 
very much worse in respect of maternal mortality — the death of 
women in or in connection with childbirth. Up to the middle 
’thirties there had been no tendency for maternal mortality rates 
to fall: they were actually higher in 193 1-5 than twenty years 
earlier (57 as against 5-0 per 1,000). Then at last they began to 
fall sharply — to as little as 2-5 in England and Wales in 1942. 

.What are the remedies? The fundamental remedies are twofold: 
better medical care and attention before and after childbirth, 
including greatly improved provisions for infant welfai’e, and 
improved economiq circumstances for the families into which 
children are born.'‘Women should not need, or be allowed^o go 
to work for a period of weeks before and after childbirth ;'1iouse- 
wives should receive home assistance over a similar period as a 
regular public service; 'j^enerous maternity benefits should, be 
paid, in addition, to children’s allowances on a thoroughly 
adequate scale: "ttiei'e should be free, safe milk for nursing 
mothers and for childreiiMnaternity and infant welfare services 
should be provided ewywhere, and not left to the caprice of 
particular localities :'vevery possible step should be taken to 
educate parents bptter in tl^knowledge of what is necessary for 
the care of young children; ^eps should be taken to prevent large 
families from being crowded into inadequate homes for want of 
means to pay for better accommodation. Naturally, the largest 
numbers of children are in the poorest families)' for under a wfge- 
system which takes no account of family responsibilities lirge 
households inevitably tend to be poor when the children are 
young. Children’s allowances have at last been introduced under 
an Act passed in June, 1945, just before the General Election 
which' forought the Labour' Party into power, and will do some- 
thing towards remedying the situation; but nothing -is payable 
under the Act for the first child, and even for subsequent children 
the scale: of allowances at present in force is altogether, too low. 
Sir William (now Lord) Beveridge, in his famous Report, pro- 
posed 8r. a week for each child after the first, on the assumptions, 
of a cost of living 25 per cent, above that of 1939 and of the 
equivalent of a further is. being given in kind. In fact, the cost of 
living is likely to i-emain considerably higher than Lord Beveridge 
assumed. The lowest acceptable scale for children’s allowances, 
exclusive of alfoVtances in kind, should Ite lof! a week for each 
child— especially if no payment is to be made for the first child in 
a family. The former Goyernmeiet triecj to defend its much lower 
scale by stating its intention to increase allowances in kind; but 


the foil development of the required services will at best take 
time, and whatever may be done in this respect will not remove 
the need for a good, basic allowance to be spent on maintaining 
the child at home. 

The Care of Toung Children 

Consider now what happens to the childi-en who escape death 
in infancy, Nozmal schooling does not begin until the age of 5, 
Many mothers go out to work, and need to make provision for ‘ 
the care of their children while they are away; and it is likely that 
more, rather than fewer, mothers will need to do this in the post- 
war period, not only because they will wish to do so for personal 
reasons, but also because the nation will need their labour-power. 
There are a few nursery schools subsidised by Local Education 
Authorities, and young children are admitted to infants’ classes in 
elementary schools; but provision has hitherto been made for only 
a tiny fraction of the children under school age. During the war, 
the necessity of getting more married women to work full-time in 
the factories compelled the State to arrange for the setting up of 
places in the bigger centres where mothers could leave their 
children to be cared for during the day. This form of provision, 
instead of being done away with as soon as hostilities ended, ought 
to have been put on a permanent basis, with much better premises 
and more adequate staffing than were practicable under war con- 
ditions; and there ought to be, in close connection with this 
service — ^unless, indeed, the two servicesmre wholly amalgamated 
■ — a greatly increased supply of nursery schools, which it is now, 
under the Education Act of 1944, a part of the obligation of every 
Local Education Authority to provide for all who want them. 

When I say nursery schools, I mean real nursery schools, and 
not mere nursery classes in infant schools under the primary code; 
even if they are calledfoursery schools under the new Act. I mean, 
as soon as they can be provided, properly equipped open-air 
nursery schools, staffed by teachers and social workers properly 
trained for such work, and capable of dealing with the child’s 
needs over a much wider field than that of education. The nursery -y 
school service should of course include meals and mUk— free or at 
a nominal charge. It is indispensable to fill the gap in child 
welfare that so often involves malnutrition and lack of proper 
care for health qf children under the school ^e, as well as to 
provide, for children y^iO are at school, meals asnd milk during 
holidays as well as on school-days— and to provide these services 
with their own staffing® 'arrangements, so as not to impose 
impossible burdens on the teachers.; The best allocation of duties' 


in respect of child vplfare between the educational service and 
the proposed new all-in service of health remains to be settled. 
A great deal will depend on the progress made in establishing 
Health Centres, and on the shape given to such Centres — ^for 
example, on the degree to which it is decided to treat the family 
as a unit for the provision of health services, or to specialise the 
provision for children in separate institutions. There are at present 
many different notions of what a Local Health Centre ought to be, 
and to comprise; and this chapter is not the right place for dis- 
cussion of the various alternatives. All that I need insist on here 
is that there should be no gaps in the provision either for school 
children or for children who ai-e not yet attending school in any 
formal sense. 

The Two Matioiis at School 

We come now to the time when the child goes to school; and 
this is obviously the point at which we have to consider the 
problem of the ‘two nations.’ For we have in Great Britain two 
quite separate school systems, not wholly without communicating 
bridges, but with no common direction or unity of purpose. On 
the one side stands the state system of education, looked after by 
the Local Education Authorities and paid for partly from rates, 
and partly from national tzuces; and on the other side stand the 
privately owned schools, some run for profit and some under 
special trusts or charters, and ranging from the famous ‘public’ 
schools and the preparatory schools closely connected with them 
to all manner of ‘modern’ schools, ‘crank’ schools, and very old- 
fashioned and inefficient schools run for profit largely on the basis 
of ‘snob’ value. The first of these two forms of educational pro- 
vision is, of course, vastly the larger. The great majoi'ity of 
children go from first to last to schools conducted within the 
state system. The ‘public’ schools, even in the widest sense of the 
term, and the ‘preparatory’ schools together embrace only a tiny 
firaction of the age-groups for which they cater: the other private 
schools are also on quite a small scale. But the ‘public’ schools — 
so called because, though private, they are conducted not for 
profit but under some sort of trust or charter— -carry a high 
prestige and are pre-eminently the schools of the rich and of the 
higher professional classes. Some of them are boarding schools, 
but they include jilso a number of the most imp prtant day schools. 
Some of them* are very, expensive, sofce much less so, but 
all have been hitlT,prto. beyond the means of the vast majority of 
working-class parents, even if«:ther#had not been in most 
instances^ other obstacles in the way of working-class attendance. 


They include girls’ schools as well as boys’ schools, and a few are 
co-educational; but in England, as distinct from Scotland, co- 
educational schools are stUl commonly regarded as belonging 
rather to the group of ‘modern’ or ‘ci-ank’ schools than to the 
highly respectable ‘public’ schools group. 

Here we have the ‘two nations’ decisively set apart at the stage 
of childhood. And yet they are not set wholly apart. Included 
with the ‘public’ schools have been a number which have been 
grant-aided by the State— the ‘direct grant’ schools — a category 
which remains in being under the new system, though there will 
be changes in its composition. On the fringe of the state system 
have been a number of other schools which have been aided by 
the Local Education Authorities, but have preserved their inde- 
pendence— the ‘aided schools’ — and yet others, once independent, 
which have been financed by the L.E.As. and have surrendered 
most of their independence — the ‘maintained’ schools — to be 
called in future ‘controlled secondary schools.’ From these ‘main- 
tained’ schools it has been but a short step to the state secondary 
schools built, provided and governed by the L.E.As, under the 
higher education powers first conferred on them by Parliament in 
1902, and greatly extended by the ‘Fisher’ Act of 1918. These in 
turn have not been sharply marked off firom the ‘central’ schools 
or from some of the senior schools provided by L.E.As. under the 
old elementary education code or financed under that code 
where they have been ‘provided’ by outside bodies, such as 
the Church of England or the Roman Cfatholic Church. Beyond 
these again we come to the general run of elementary schools, 
which have been variously divided into junior and senior depai't- 
mentSi all-age departments, and so on, with many local differ- 
ences. The junior sections of this system now become ‘primary,’ 
and the senior ‘secondary’ schools — ^for all school education 
beyond the age of 1 1 is now to be called ‘secondary.’ And parallel 
with the general state system has run the system of technical 
education, diverging from the main sti-eam usually at the age of 
thirteen, but sometimes earlier, and runrdng from the junior 
, technical school on to the Technical College, at which the great 
bulk of the students have attended only part-tirne. These junior 
technical schools also will now rank as part of the secondary 
system.:'. 

The old nomenclatijres and classifications* were confusing 
enough; but to enhance the difficulty we are at present in process, 
under the Education Act of 194^' of recasting much of the system 
and of adding further pieces on to it-^a process involving, as we 
have just seen, much reclasdficatibn and many changes .of name. 


The best way of sortmg out the complexity seems to be that of 
presenting the old and new structures by visual representation, 
though there are bound to be gaps left either where the variations 
ai'e too many or where the structure of the new system has not 
yet been fully decided upon. 

The Educational System — Present and Future 

Here, then, on pp. 520 and 512, are two pictures of the British 
educational system — one as it was before the war and the other as 
it is planned to be when the Act of 194.4 has been brought fully 
into force. That, by the way, cannot be for a long time yet, what- 
ever the policy of lj:ie Government in power; for there are real 
difficulties in providing quickly either the teachers or the build- 
ings needed for its working as a complete system. These difficulties 
are, of course, being used by those who wish to obstruct develop- 
ment or to preserve threatened ‘snob’ values as an excuse for 
delays beyond those which are unavoidable; but it is vain to blink 
the fact that some delay cannot be helped, and that it is necessary 
to give priority to some parts of the scheme over others. For 
example, it is unavoidably necessary to postpone for a time the 
raising of the normal school-leaving age to 16; but it would have 
been inexcusable to allow any beyond the briefest delay in raising 
it to 15. A very high priority ought to be given to the establish- 
ment of the new range of ‘secondary schools for all,’ starting at 
II or 12 and running rtp beyond 15, and to the building and 
equqDment of the County Colleges for part-time continued educa- 
tion up to 18. Hardly less urgent is the reorganisation of the 
primaiT' schools for children up to 1 1, including the great exten- 
sion needed in Nursery School^ and the rebuilding of a good many 
schools so as to provide accommodation for smaller classes, as 
well as to improve amenities and remedy sanitary defects. There 
is also urgent need for a greater provision of special schools, not 
only for mentally defective children, but for many who suffer from 
physical disabilities calling for special treatment. At the higher 
end of the scale, the arrangements for the training of teachers 
need to be immensely improved, including the replacement of 
two-year by three-year courses and the brewing down of the 
present isolation of most of the Training Colleges from the rest of 
the higher educational systerajt We oughj to cease training boys 
and girls of 18 <?r ig specifically as teachers in separate institutions 
which segregate them from those entering other professions. The 
Training Colleges should be converted or merged into People’s 
Universiliies, catering not only for teachers but also for entrants to 



all kinds of social service work, to the local’and national govern- 
ment services, and to the welfare and personnel sides of business. 
The Technical Colleges should be similarly expanded to cater for 
more full-time students and for more work in ‘arts’ subjects/ and 
should also be merged into People’s Universities. This new' type 
of University, which ought to exist in every considerable town, 
could be created by federating together the local Technical 
College, the local Training College or Colleges, the local Art 
School, any local institutions concerned with the higher ranges of 
Adult Education, and perhaps other bodies. 

English education will fall a long way short of what is needed, 
even when all the changes provided for in the Act of 1944 have 
been carped into effect. The division between the ‘two nations’ 
will remain; for there is nothing in the Act to secure the absorjo- 
tion of the independent ‘public’ schools or the private schools into 
the state system, or to prevent the richer classes from sending their 
children to private and preparatory schools instead of state 
schools for the earlier stages of their education. ^ True, under the 
new Act, all schools catering for children beyond 5 years of age 
ai’e in due course to be subject to inspection and registration, in 
order to ensure their conformity to certain educational standards; 
but this reform, while it will strike at the most inefficient types of 
private schools catering for the lower middle classes, will have no 
effect on the private and preparatory schools which cater for the 
upper and upper middle classes and grepare children for the^ 
‘public’ schools. Schools of these latter types, like the ‘public’'* 
schools themselves, are as a rule tolerably efficient according to 
their lights. What is wrong with them in the main is not in- 
efficiency but their class character. There is a great deal to be 
said for the view that the State primary schools will never be 
made good, in respect of buildings, equipment, and adequacy of 
staffing, until they become ‘common’ schools attended by the 
children of the well-to-do as well aS'bf the poor. 

Secondary Education for All 

. At the senior stage, it is a great advance that the State has at 
last committed itself to the principle of free secondary education 
for, all# but it , has still to be seen what this will be allowed to mean 
in practice. There has been much talk about 'parity of esteem’ for 
all types of secohcfary school; but it will not be e&sgi' to secure this. 

; ^ There may, however, be some tendency towards assimilation oil the side 
of the teachers— for with uniform sec Aidaiy , scales of salary the security and 
the pension rights. Under the state system will attract teachers into it froth other 
types of school. ; : * , , 
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It will , indeed be impossible as long as children normally leave 
the ‘modern’ school at 15, whereas they remain at the ‘grammar’ 
school (the new name for the old type of secondary school) until 
at least 16. Nor is it yet at all clear where the technical high 
schools are to fit into the new structure, or what scope will in 
practice be allowed for ‘multilateral’ schools enrolling pupils for 
all branches of secondary education. It will not be easy to prevent 
the ‘modern’ schools from being regarded as dumping grounds 
for those who are not intellectually good enough to be accepted 
by a ‘grammar’ school, or from being creamed of many of their 
better pupils by the technical schools if the latter maintain an 
entering age of 13 whereas children normally pass into the 
‘modern’ school or tlie ‘grammar’ school Jor its prepai-atory 
departmSit) at ii or at most 12, 

Nor do we yet know what is to be done about the methods of 
selection for diffei’cnt types of secondary school. Hitherto, in most 
cases, a poor man’s child has depended for its chance of secondary 
( — grammar) school education on its showing in an examination 
taken at the age of 1 1, It has been agreed that this extraordinarily 
unfair system ought to goj but no one yet knows what is to take 
its place. Clearly there ought to be either a general adoption of 
the multilateral system, which would be difficult in the near 
future because of the large amount of new building which it 
would involve, and is unlikely for many other reasons, or the 
greatest freedom of intei'change between grammar school, modern 
school, and technical school at any age between ii and 15 — or 16 
when that becomes the upper limit for compulsory full-time 
schooling. Clearly, also, ‘modern’ schools ought to be equipped 
and stafed at standards equal to those of ‘grammar’ schools, or 
there will be no resisting the tendency to treat the ‘modern’ scliool 
as little more than a ‘senior’ school for the less able children — 
hardly different from the supposedly abolished senior elementary 
school. This tendency needs to be fought all the more strenuously 
because at the outset many of the ‘modern’ schools will necessarily 
take over the buildings and teaching staffs of the existing elemen- 
tary schools for senior pupils, and it will need prodigious efforts to 
convert them into secondary schools even nearly equal in prestige 
and standard to the ‘grammar’ schools or even to the technical 
schools, 'ivhich are relatively few; but, owing to their close connec- 
tions with the Tecdinica| Colleges, usually fairly^jvell equipped. 

County Colleges and Technical Colleges. 


exist between the Technical Colleges and the new County,Golleges 
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to which school-leavicrs are to go for part-time education up 
to 1 8. Evidently, the County Colleges ought to be mainly centres 
for continued education on non-vocational lines, designed above 
all else to fit boys and girls for intelligent citizenship and for the 
good management of their private lives. But there is ample 
evidence that many adolescents will get most out of a cultural 
education that, instead of being divorced from vocational sub- 
jects, is closely integrated with them. It would almost certainly be 
a grave error to send to the County Colleges for non-vocational 
education those who are receiving technical education in tech- 
nical schools or Colleges, instead of making the technical school 
or College a centre of cultural education as well — as, indeed, all 
the better Technicjil Colleges are rapidly coming to be. And it 
would be equally an error to make the County Colleges so 
‘cultural’ as to exclude from them, or relegate to a minor place, 
the teaching of the skilled use of hand and eye, or to prevent them 
from expressing in their work the essential integration of cultm-e 
and practice. Many adolescents who are not training for a par- 
ticular skilled occupation will learn better by doing and learning 
than by merely learning without practice. There should be a 
broad highroad from tlie County College to the Technical Col- 
lege, arvd from part-time work in either the County College or the 
Technical College back to higher full-time education. 


The 'Public' Schools » 

Turn next to the problem of the ‘public’ schools — a phrase 
which no one has ever been able exactly to define. They range 
from such ancient foundations as Winchester, Eton, and St. Paul’s, 
through the nineteenth-centriry creations designed for the grow- 
ing well-to-do middle class, to a select number of local grammar 
schools of high repute. The phrase does not include the secondary 
schools set up by Local Education Authorities since 1902; nor is 
it usually talcen to include the great majority of the grammar 
schools, which are now for the most part largely aided— and some 
wholly maintained — out of public funds. The essential charac- 
teristics of a ‘public’ school, as the phrase is ordinarily meant, are 
that it is run neither by a Local Authority nor for private profit, 
but under some sort of charter, deed, or trust, and that it retains 
a substantial number of pupils up to Unjversity age and actually 
^ sends a substafitial number on to a University. Sometimes, people 
speak as if ‘public’ schools were also essentially boai-ding schools, 
and nearly all the well-known 15 barding schools do belong to this 
\ class. Byt such great day schools as St, Paul’s, Westminster, and 


Manchester Grammar School are also cleaffly ‘public’ schools in 
the accepted sense of the term. 

The ‘public’ schools differ very widely in cost and in social 
composition. The more expensive draw almost wholly on the 
children of the rich and of the higher professional classes — the 
latter being largely helped by scholarships. The lesser boarding 
schools and the day schools have a wider social range, the former 
including in normal times many boys and girls whose parents are 
absent abroad. There are fewer boarding schools for girls than for 
boys, ‘Public’ school education normally begins at 13; but many 
of the schools, including most girls’ schools, have preparatory 
departments, and for boys there is a special group of preparatory 
schools definitely aligned to the ‘public’ schools. 

Many ‘public’ schools already receive aid from public funds— 
some directly from the State (‘direct grant’ schools) and others 
through the Local Education Authorities. Others have received 
no grants, but have voluntarily accepted inspection by the State, 
and have been “certified efficient” by the inspectors. Yet others 
' have remained entirely outside the state system; and there is no 
logical line of division between the four groups. Schools which 
receive public money usually prefer ‘direct grants,’ if they can 
get them, because such grants both give greater independence of 
the Local Authority and confer greater prestige; but it is partly 
a historical accident to which category a particular school 
belongs. ^ 

In the main, the Act of 1944 leaves this peculiar system, or 
absence of system, where it was, with the one great exception that 
for the future no school in receipt of aid from public funds will be 
allowed to charge tuition (as distinct from boarding) fees. 
Secondary education is to be free»to aU who want it; and this 
involves the abolition of fees in the aided schools, which form an 
essential part of the provision of ‘grammar’ school places. There 
is, however, no absorption of the aided schools — ^much less of 
those which do not receive grants— into the state system. The 
aided and controlled secondary schools, and the ‘direct grant’ 
schools too, where they receive aid from the Local Authorities 
also, will have to agree to reserve certain numbers of places:— still 
to be settled case by case— for boys and girls coming from the 
state primary schools; but they will be free to select the rest of 
their entry ;■ from *dtheri sources. Thus, the sepajrate system of 
private preparatory schools will be able to go on for those who 
can afford them; and boarding Jees, which will remain, will still 
■ keep out of the more expensive ‘public’ schools all children of 
poor parents who are not given scholarships adequate .to cover 
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the high costs of boeCi’ding and living in a school designed for 
the well-to-do. 

The Wrong Way of Dealing with the ‘Public' Schools 

Many plans have been laid lately for opening the doors of the 
‘public’ boarding schools to children from poor lamilies. But most 
of these plans appear to envisage only a small entry of children 
who can be readily assimilated to the existing habits of the 
schools, rather than such an entry as would compel a change of 
habits. Such a ‘reform,’ far from democratising the ‘public’ 
boarding schools, would merely promote a small number of 
worldng-class children into the ranks of the middle class. Lip- 
service is paid to the idea that^ifevery child ought to be able to get 
the kind of education that suits it best, irrespective of the parents’ 
means; ,but, if this were really meant, the admission of a few boys 
and girls from poor families to the ‘public’ schools would be no 
way of going about .the job. The most ardent upholders of the 
‘public’ school system are usually enthusiastic advocates of board- 
ing schools; and, if boarding schools possess the vh'tues claimed 
for them, it follows that, on the principle of the equal chance for 
all, provision of boarding places is needed not up to 5 or 10 or 
15 per cent, of the accommodation available in existing schools, 
but up to many times the total accommodation. The only way of 
providing this would be for Local Authorities, just as they have 
created day secondary schools on the model of the older grammar 
schools, to create boarSing schools on the model of the less 
expensive public boarding schools of to-day. I’hcre is power to 
do this under the Act of 1944; but I have still to meet anyone who 
expects this power to be largely used. 

Boarding School Education 

Personally, I believe the claims made on behalf of the boarding 
schools to be grossly exaggerated. There is a strong case for 
boarding schools for children whose parents are abroad, 
separated, dead, or always quarrelling; for children from sparsely 
populated areas, which cannot Support schools of the sort they 
need near their homes; and for children who need special open- 
air or country conditions. There would be a further case if we 
wanted to mass-produce little Tiazi fuehrers, or imperial pro- 
consuls, or Standardised wearers of old sphool ties. If, as I hope, 
we do not, there is everything to be said, in the case of most 
children, for the home environn^ent and the day-school for most 
ofthetime., 

Not, litoweypr, as I think, for all the time; for I should like to 
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see most young people given a chance of a reasonable spell of 
boarding during their school lives, as an experience, but not too- 
long an experience, of community-living. I should like every' 
secondary day school, including every ‘modern’ or ‘technical 
school, to have attached to it a schoolhouse in the country, where 
all pupils whose parents did not object would spend some terms 
during their school careers. This is much more than the ‘holiday 
camp,’ though such camping could be provided for in the grounds 
attached to the country schoolhouses; it is meant to include doing 
regular school work in the country for whole terms on end. 
Evidently, the necessary buildings and equipment would take 
time to provide; but I look forward to this destiny for a good 
many of the bigger country houses which are likely to become 
available for public use. Such a plan would do much both 
towards breaking down the separation between town- aird 
country-bred states of mind, and towards giving on a democratic 
basis to all children what is really valuable in the methods of the 
‘public’ boarding schools. 

Will the Two Nations Remain? 

In the meantime, the Act of 1944 leaves the ‘public’ schools in 
being as the breeding-ground for one of the ‘two nations.’ Yet 
this point can easily be pressed too far. Thei-e is to-day no sharp 
dividing line between the ‘public’ schools and the aided grammar 
schools, or between the aided grammaf schools and the existing 
state secondary schools in the old sense of the term. The line is 
very much sharper between _all these on the one side and the 
senior schools hitherto under the elementary code on the other; 
and the greatest danger is that,, while nominally providing 
secondary education for all, we may in practice allow the old 
distinction to be carried over into the new system, as a sharp line 
between the grammar school and the modern school. 

Universities, Teachers’ Training Colleges and People's Universities 

In the nineteenth century the Universities were recruited 
almost exclusively from the ‘public’ schools, until with the rise of 
the newer Universities in the pro'vincial towns and in London, 
the local grammar schools began to send increasing numbers pf 
their pupils on tcfan undergraduate stage. To-ttay, new and old 
Universities alike draw largely both on grammair schools and On 
state' secondary schools; and both types of school also send con- 
siderable numbers of students to Teachers’ Training Cqlleges. 
University education, especially at the older Univeigities; remains 
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expensive; but the number and value of scholarships have con- 
siderably increased, and are to be increased further in accordance 
■with the new policy, and, in particular for potential teachers, the 
costs are met largely from public funds. The Universities depend 
increasingly on grants from the State and the Local Authorities — 
indeed, they now derive the greater part of their revenues from 
public sources; the Training Colleges depend almost wholly upon 
such grants in one form or another. 

I have already argued that it is undesirable either to compel 
young people to declare their intention to become teachers at an 
age when they cannot know whether they will like teaching, or 
make good teachers, or to segregate potential teachers during 
their period of higher education and training from those who are 
intending to enter other vocations. Hitherto, for many students, 
a declaration of the intention to become teachers has been the 
only way of opening the road to higher education; and the con- 
tinuance of this compulsion is sometimes defended on the ground 
that it is the only practicable way of getting as many teachers as 
the nation needs. It is clearly a very bad way; and I do not 
believe it is the only way that is open. 

It would be in some ways attractive to propose that all students 
needing a higher education with a view to entering any pro- 
fession, including teaching, should go to a University and take 
a degree course before embarking on any necessary period of 
specialised vocational training. This would avoid both prematui’e 
specialisation or choice of career and segregation of those destined, 
for particular vocations. Such a solution is, however, even if we 
leave aside for the moment the special complications affecting 
technical and art students, both impracticable and undesirable 
for the present. It would utterly swamp the Univei’sities, changing 
them out of all recognition: it would disastrously lower their 
academic standards; and it would fail to give the main body of 
the new students what they want, because the Universities, as 
they are to-day, would neither understand nor be able to supply 
their needs. The solution must be sought, as I have already 
, suggested, along different lines — by creating Universities of a new , 
kind. These include the People’s Universities referred to earlier, 
to be brought .into existence by linking together in local federal 
institutions the Technical Colleges, Teachers* Training Colleges, 
Colleges of Art, and other suitable bodiifs, including Colleges of 
Adult Education where they exist, as in Leicester and London, or 
are founded as a result of the campaign associated with the name 
of Sir Richard Livingstone for a widespread development of resi- 
dential aidult education. These People’s Universities, as I envisage 


them, would be open to both full-time and part-time students, as 
most of the existing Universities alreaSy.ai’e. They would have 
common arrangements for social activities, sports, political and 
cultural societies, common rooms, residential hostels, and so On, 
over and above the separate arrangements appropriate to the 
needs of each type of College included in them. In the end, they 
might look to ranking as equal in status with the existing Uni- 
versities, but with a different and more practical range of sioeciali- 
sations. For some time ahead, their minimum standards would have 
to be definitely lower than the existing . Universities’ standards 
ought to be, if not than they in some cases are. 

In such a plan, the Teachers’ Training College would tend to 
disappear as a place of general higher education for potential 
teachers, though it might remain as a specialised finishing institu- 
tion for teachers needing particular training, e.g. for the teaching 
of young children. Apart from such cases, it would turn into a 
Social College not associated with any single profession, but 
suitable equally for preparing teachers, civil servants, local 
government woi'kers, social service workers, youth leaders, factory 
welfare workers, and a host of other developing types of pro- 
fessionals needed under modern conditions of community living. 

Of course, there would have to be very full provision for coming 
and going between these new People’s Universities and Uni- 
vei’sities of the existing type. Students whose needs would be 
better met by a course in a University 4 »f the latter kind should be 
able to transfer easily; and students from an existing University 
should be able to move to a People’s University for courses of 
training for social work, courses in applied technology, courses in 
' art, courses in agriculture, and so on. For the present, I doubt 
whether People’s Universities should confer degrees. It might be 
better at the outset for them to grant diplomas and certi&ates, 
and for their students to be allowed to sit for degrees at the exist- 
ing Universities, or for a special degree course organised on a 
national scale, and open to students from all the Universities 
concerned.^ But I see no reason why they should pot develop into 
degree-granting bodies, especially in subjects falling within their 
special fields. ’’ 

The’Technical Colleges, with their close connections on the one 
hand with the technical schools and on th&'btlier with industry, 
would evidently holdf a special place in the 5i^w People?s Uru- 
versities. Tq a considerable extent, they Would, need to retain 

1 Not, as at present, London TJiilt-ersity;, acting as an external: ^examining 
body. The proposed nati6i3,al agency ought to' be fully represeuthtiye of all 
types of University— new as well as old- ' . , . : : • ' , 
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their separateness as teaching institutions; but they would stand 
to gain greatly from the wider associations into which the plan 
would enable them to enter. They would need, of course, special 
connections with the science departments and research institutes 
within the existing Universities; but they should by no means be 
prevented from developing their own research activities in funda- 
mental as well as in applied science. Research should, indeed, be 
made an integral part of the work of the People’s Universities as 
well as of those of the existing types. In particular they should 
develop large research activities in the social as well as in the 
natural and applied sciences. Higher education cannot thrive 
where it is divorced from research: the mingling of the two 
invigorates teachers and pupils alike. 

Adult Colleges 

As an integral part of every People’s University I envisage an 
Adult Education College, for spare-time as well as for residential 
students, serving as an adult education centre for the' entire 
neighbourhood, and closely related to the bodies carrying on 
adult classes — Workers’ Educational Association, Co-operative 
Society, National Council of Labour Colleges — if they agree to 
come in — and so on. Lectures in all the Colleges of the People’s 
University should be open to students from any College; and 
there should be a good deal of pooling of stalls for specialist 
teaching. Probably the buildings of the various Colleges would 
have to remain widely scattered — some of them in the country 
round about the central town — but there should be at any rate 
a central campus, with its Union Society or Students’ Union as 
well as its administrative offices, halls for meetings, and where 
possible gardens and open grounds. 

The Content of Education 

So far, I may seem to have been dealing altogether too much in 
terms , of institutions and administrative provisions, and too little 
in terms of the positive content of education. In the last resort, 
what really interests us about education is not the administrative 
machinery, but the education itself; but laws are necessarily 
made, and public money spent, on the basis of administrative 
arrangements; and a,ccordingly these become the themes of con- 
troversy, and tli,e*question of what we a»e tryfng to teach too 
often gets shoved right into the background. The question of 
secondary as against elementary education, for example, easily 
turns into an argument, not about the chmacter of the education 
that is to be given, but about the status, pay and conditions of the 
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teachers and the type of authority that is^ito control the admini- 
strative arrangements. It is easy to see that this is -wrong, but not 
at all easy af ^ present to escape from it; for the two sets of issues 
are not wholly separable. ; We cannot expect to get good teachers 
uirless we pay them reasonably well, give them fair teaching con- 
ditions, and accord them a satisfactory prestige and a wide 
measure of personal freedom in their private lives as well as in 
school. Teachers who fight for secondary status — or to preserve 
‘grammar schoo? status — are fighting for all these things; and it 
is not mainly their fault if they have to wage their battles mainly 
on the administrative front. ; 

Nevertheless, of course, what really matters is the teaching — ^its 
quality and its purpose. I say both ‘quality’ and ‘purpose,’ 
because good or bad teaching is a matter, not only of doing a 
given job well or ill, but also of setting out to do a good or a bad 
job. We need good teachers, in the sense of men and women of 
good abilities, with a good understanding of the minds of children 
of the ages they will be set to teach; but we need also a clear 
conception of what we expect from education, and of what we a.re 
setting these good teachers, when we can get them, to do. 

This problem of educational purpose, however, is one which, 
when we ai-gue about the provision which the State ought to 
make for the schooling of its citizens, we are usually most unwill- 
ing to face. Quite naturally so; for it is very much easier to get 
Parliament to vote more money for education than to get it to 
agree on what sort of education tKh money is to be spent. 
Catholics want one thing, ardent Churchmen another, ardent 
Nonconformists, atheists, agnostics all want different things. 
Business people tend to think of education with a different set of 
associations from professional people; scientists and classics regard 
it differently: many people just think that more education is a 
good, or a bad, thing, without analysing at all what sort of educa- 
tion they 'are praising or crying down. Some regard more 
education as a means of getting on in the world, either by making 
more money or by stepping up the ladder of social prestige. Some 
think of it in terms of a greater mastery of the world we have to 
live in, others of a better furnished escape from that world. There 
is no agreenaent about the purpose of education even among those 
who unite in wanting more of it, and supported the Act of 1944 
while it was under debate; : , , N ;■ 

Education and Social'^ , - y . 

It is impossible to settle the purpose of education, or of any 
particular educational institution, curriculum, or plan, except in 


relation to the lives wlmch the pupils or students are intended or 
expected to lead. To take the matter at its broadest, we had in 
1944 to decide between two alternatives in immediate educational 
reform: we could not by any possibility have both. Short as we 
were bound to be for some time to Come both of good, or even 
passable, teachers and of good, or even passable, buildings and of 
the means of erecting more, we had to choose between giving 
children more schooling at the cost of spreading thinner the 
supply of teachers and accommodation and giving more efficient 
schooling at the cost of giving less. Within this main choice we 
had to make another — between giving to the older children two 
widely different qualities of education, one for the abler in certain 
specific directions and the odier for the rest, and trying to give, as 
nearly as we could, the same quality (though not of course the 
same sort) to all noi-mal children, hrespective of their several 
abilities. On the whole, the Act of 1944 plumped for quantity 
rather than quality, in the expectation that quality could be 
tuned up later, and, more equivocally, for equality rather than 
differentiation of quality at the secondary stage. It was decided to> 
raise the school-leaving age to 15, and as soon as possible to 16, 
though this was bound to mean both the employment of inferior 
teachers and a postponement of the very necessary reduction in 
the size of classes; and it was also decided to put all the schools 
catering for the senior children (except those outside the state 
system) into a common administrative category, as secondary 
schools — ^which meant common scales for the teachers and at 
once lifted up many elementary teachers to higher levels of 
income and prestige and correspondingly lowered the prestige, 
and in some cases the incomes, of teachers in the existing types of 
secondary (^grammar) schools. 

Were these decisions right or wrong? I should say, right, despite 
the obvious drawbacks. For the alternative decisions would have 
been entirely inconsistent with any sort of democratic pretensions. 
Public opinion simply would not have stood for an Act whicli had 
either left the school-leaving age at 14, and had thus continued to 
deny the chance of higher education to the main body of the 
people, or had set out to provide improved secondary education 
for a small minority,, while openly fobbing off the majority of the 
senior children witli an inferior article. We may know full well 
that in practice it will not be possible for % long''time to come to 
secure either ‘pSrity of esteem’ or real equality of educational 
achievement between the fzierage §;rammar school and tht average 
modern school promoted from the elementary to the secondary 
grade. But, we could not afford tomiss the opportuhity of laying 
^32 ' 


down this parity and this equality as longj-run objectives towards 
which it was imperative to attempt an immediate approach. 
Again, we might know that in the short run more would be 
achieved by reducing the size of classes and improving accom- 
modation for children up to 14 than by providing an extra year’s 
schooling of indifferent average quality; but we could not afford 
to miss the chance, which might not come again soon, of getting 
the school-leaving age up to 15 at once, with a pledge to raise it 
to 16 in the near future, because we knew this change would be 
beneficial and democratic in its long-run effects. 

The Shortage of Teachers 

It is, however, a worrying situation whqp one is put into the 
position of having to urge reforms which will inevitably cause 
serious short-run difficrdties. It is most worrying of all when, in 
order to get a Bill passed into law and not to disturb the majority 
in favour of it, the most essential questions have to be left almost 
undiscussed. For a not inconsiderable part of the difficulty which 
faces us arises from the failure to face and argue out the real 
educational issues. For example, the impasse we are in about 
getting the numbers of teachers we shall need without seriously 
lowering the quality is partly due to the fact that, not having 
discussed the content of education, we take it in the main for 
granted that we want more teachers of the same types as we have 
been getting in the past, but with a higher proportion of them 
possessing ‘secondary’ qualifications td’correspond to our decision 
to provide secondary education for all. How can we possibly get 
this, when the supply can be expanded, along the traditional 
lines, only by taking in more of the worse qualified? 

On the otner hand, the situation might appear quite different 
if we were consciously trying to bring in different kinds of 
teachers. We caiinot, however, want different kinds of teachers 
without wanting different kinds of education; and our refusal to 
face this issue leaves us in practice assuming that we want the 
same kinds as we have been getting and giving in the past. The 
confusion is made worse because headmasters and headmistresses, 
and indeed teachers in general, are, like most professional groups, 
pretty conservative and content with their existing ways, or at adl 
events pretty timid about innovations. The consequence is that, in 
the absence of any cle|ir formulation of what we are trying to do, 
there is art inamense weight of tradition pressing in every area 
towards the creation of more schools as nearly as possible like, in 
their educational objectives, fb those which exist already, and 
similarly, where change is involved, because we are, creating a 


nominally new kind school — ^the ‘modern’ school — pressing to 
assimilate the new creations as closely as possible to one or 
another of the models provided by the existing system. 

The Conflict of Educational Ideas 

Talk to any random group of grammar school headmasters. 
You will find that most of them hold that grammar school educa- 
tion is really the only good type of higher school education. They 
may admit, usually with reluctance, that there is a case for 
technical high schools; but they simply cannot help regarding the 
‘modern’ school as a dump for those who are not worthy of 
admission to a grammar or perhaps a technical school. The 
technical school heads are, on the whole, less narrow-minded — ■ 
partly because they are used to regarding the grammar school 
people as snobs and are often not claiming to be ‘gentlemen’ 
themselves, in the grammar school sense of the term; arid partly 
because tlrey have been accustomed to get their pupils mainly 
from the elementary schools at 13, and not like the grammar 
schools to start them at ii — or earlier, where they have pre- 
paratory departments of their own. As for the heads and teachers 
of the senior elementary schools, they are divided between claim- 
ing that their schools have been responsible in recent years for 
much more original development than most of the grammar 
schools and a feeling of social inferiority to the grammar school 
staffs which may find expi^pssion in either assertion or abasement. 

The Question of Educability 

How much truth is there in the ‘grammar school view’ that, out 
of every hundred boys and girls^ there are on the average perhaps 
twenty or thirty who are capable of higher edupation, and that 
the rest are simply incapable of living up to it? There is, obviously, 
some truth in it. There are in the community of to-day very wide 
differences of intellectual ability; and there is, at least,* a clear 
majority of children who, by the time they reach 11, are incapable 
of mastering either a grammar school or a technical school educa- 
tion at the existing standards. Suppose we say there are sixty out 
of every hundred of whom this is true. Does this mean that the 
sixty are inferior to the forty? On the average, yes, whatever 
reasonable standa^td we adopt. IndividualJ,y, nojiin a proportion 
of instances fully sufficient to matter a great deal. It means that 
we are not, by our existing methods of education, catering 
adequately for the types of ability which are present among the 
sixty who, lack the recognised cultural or Scientific aptitudes, or 


have been given no chance of developing them in their early 
years. ’ . ' 

The ‘modern’ school, if it is to serve the purposes of democracy, 
must discover and provide for these aptitudes. If children enter it, 
as is planned, normally at or near eleven, and if the technical 
schools continue to admit entrants only at thirteen, it will have at 
the latter age to pass over an appreciable proportion of its 
students — those with signs of scientific or technical ability — ^to the 
technical schools. It should also be passing over, at any time 
between eleven and thirteen, an appreciable proportion who show 
‘cultural’ abilities to the grammar schools. Indeed, the years 
between eleven and thirteen should clearly be used to re-sort 
children between the grammar schools and the modern schools, 
so as to correct the numerous mistakes which are bound to be 
made if the normal age of assignment is put as low as eleven. 
This re-sorting should be a two-way process; but from thirteen to 
fifteen the ‘modern’ school will be left with its settled school 
population to handle. How ought this to be done, so as to foster 
the types of ability which the other types of secondary school are 
not so equipped as to recognise or to bring out? 

Ignored Abilities and the Modern School 

The answer to this question is at once entirely obvious to any 
person of common sense and extraordinarily difficult to express. 
The good types of ability which the othfr schools do not recognise 
as grounds for selection are, broadly, the aesthetic and the highly 
personal oit the one hand, and the plain commonsensical on the 
other. They include also certain bad types of ability, such as lead 
on to gangsterism, brutal self-assertion, and crime. Yet this 
division is toO sharp; for some, though not all, of the ability that 
tui-ns the bad way is capable of being harnessed to good, if it be 
tackled aright at an early enough stage. The ‘modern’ school will 
have to be on the look-out for all these qualities, and will also 
have to provide for the needs of the large residue who have no 
special ability of any important kind, but are capable, fully as 
much as their abler contemporaries, of making good or bad 
citizens and of living, and causing others to live, Imppy or 
unhappy lives. 

Already we Ijave here a number of pointers to what the 
‘modern’ schoorshouM set out to do. First, it's^ould give those 
whose ability; is festhetic — and may show itself early or late— 
a chance which they often mis* to-day; It should therefore allow 
plenty of room for music, drama, painting, drawing and the 
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plastic arts, not only for those who are capable of becoming 
artists, but for all who show faculties of artistic appreciation. 
That means, for practically all normal children in the earlier 
stages of school life, and for many more than are now believed 
capable of it at the Ifiter stages. The modern primary school 
should discover and pass on to the Art School those whose 
creative beirt lies that way; but, beyond this, it should help a 
much larger number to enjoy the arts as they cannot without 
help. It must not, however, try to force art, beyond the simplest, 
on children who have been shown to have no liking for it; nor 
must it force the restricted notions of a particular school of artists, 
or all its work in the field of the arts will die an ignoble death. 

Secondly, the ‘modern’ school must care much more for 
personality and for Vhat I have called the ‘personal’ type. This 
type is very common, and is of immeasurable social value. It con- 
sists of those who make their monuments not in bronze or stone 
but in their influence on the lives of their children, their husbands 
or wives, their intimates, and their neighbours. It is a curiously 
unrecognised type, in our educational system, which indeed 
approaches caring for it only in making usually vain endeavours 
to interest in ‘mothercraft’ girls who have often at the time either 
no real appreciation of what motherhood means or all too much 
experience of ministering to a tribe of little brothers and sisters to 
want to hear any more about it at school — especially from 
spinsters. If we could but turn out those whose mission in life is 
to be lovingly helpful tcv, their families, friends and neighbours 
even a little better equipped to offer their help in a more skilful 
way, what a stroke for human happiness that would be! And 
yet . . . this is psychology, is it not? — and “one can’t teach 
psychology to children.” Can’t one, if it is the right sort of psych- 
ology, with no jargon, and baSfed on a frank facing of real human 
situations, instead of covering them up? Why not? Because the 
teachers are not up to it? Can’t we get teachers who are up to it, 
if we go out to seek such teachers, and do not demand that they 
shall be equipped with all the traditional qualities of teacherhood 
as well? 

Common-sense Education 

■ And then there is the plain, commonsensical ty|De to be catered 
for. These are the boys and girls who, even if tljey are incapable 
of learning enqu^i mathematics to becofhe carpenters or engi- 
neers, or enough ‘theory’ to get on at a grammar school, are fully 
capable of doing a good job of w(?rk in a factory or an office, or of 
running a home and bringing up a family in a sensible and 


righteous way. They want, in the main, jplain answers to plain 
questions. They want to be taught to do competently everyday 
things which life will require them to do. They want to learn not 
to lose their heads when they have to fill up a form, not to find 
themselves helpless when the light fuses, or a pipe bursts, or the 
stuffing comes out of the old armchair, not to be gulled by insur- 
ance agents or canvassers with something to sell or votes to get, 
not to be ignorant of, or unable to explain frankly to their 
children, the facts of sex, to be able to write as well as to read 
English, so as to say what they want to say and not something 
different or unintelligible, and, above all else, not to be afraid 
of life. 

This teaching people not to be afraid of life — and also not, out 
of reaction against their fears, to betake themselves to bravado or 
defiance of it — is indeed the gist of the whole matter. And it is 
vital to realise that tlie fear of life can be exorcised only by doing 
things and not by merely learning about them. That, and not any 
need for vocational preparation, is the reason why the modern 
school ought to occupy itself largely with doing, and not exclu- 
sively or mainly with books or even ‘visual aids’ and the rest of 
the paraphernalia of modernism in the field of educational equip- 
ment. Visual aids are important for the visualisers, who are a 
large proportion of the whole. Doing things, as well as learning 
about them, is important for eveiybody, and above all for the 
main body of those who will stay in the modern schools. 

So the modern school must, at all costs, have space and equip- 
ment — fields to dig in, grow things in, play about in; bricks, 
mortal', timber and so on to build things with; means of dressing 
up, staging plays and playlets, making its own stage properties, 
painting its own scenery; means «f making music; opportunities 
for ‘field woi'ki’ botanical, historical, or social; contact with the 
life of its neighbourhood, so as to find-out, by personal contacts, 
what it means to be a policeman or a bricklayer, or a bus- 
conductor, or a typist, or a waitress, or a nurse. There should be 
a procession of all sorts and conditions of men and women coming 
to the modern school to be catechised about their jobs, as welhas 
visits from the school to where the jobs are being done, f 

What Sort of Teachers do We Want? - ^ . 

And now— -what sort of masters and mistresses do we want for 
such schools? Some, no doubt, <j^f the traditional kind; for not only 
the three ‘R’s’ but much more of the traditional subjects will have 
their place. But we need also teachers who are good at doing all 


sorts of practical thirtgs — and particularly lively-minded, prac- 
tical people who enjoy turning their hands from one thing to 
another, and learning and teaching at the same time. 

I have been writing as if all this were a novelty; but of course it 
is not. There are hundreds of teachers to-day in senior schools who 
have been doing, as far as they have been allowed, just the things 
I am saying ought to be done in the new modern schools. There 
has been fine, commonsensical, experimental woi'k in many of 
these schools; and its results have been of the best. Cannot we find 
more teachers who can develop this type of teaching, if we look 
for them in the right places and are ready to give them the not 
yery large amount of training which they will need in order to do 
the job well? I believe we can — ^in men and women who have 
come hut of the services, and particularly out of service technical 
and educational units, but also in those released from war work 
in the munition factories, many of whom have picked up the art 
of teaching as part of their daily jobs. 

Kinds of Secondary School 

I have spoken so far as if it were an accepted fact that there are 
to be under the new system three kinds of secondary school — 
‘grammar,’ ‘technical’ and ‘modern’— on the lines laid down 
before the war in the Spens Report. There is, however, nothing 
about this question in the^Act of 1944, which leaves it open to the. 
Local Authorities to group and arrange secondary education in 
their areas on whatever basis they think best. There is strong 
support in a number of quarters for what is called the ‘multi- 
lateral’ school, in which there would be separate ‘sides’ catering 
for pupils wanting different Jdnds of education. This solution 
demands considerably bigger schools than are needed under the 
Spens plan; for it amounts in effect to putting three separate 
schools into one.. It is therefore difficult to apply without very 
extensive rebuilding, which will be hard to compass for some 
time to come, on large sites, which in many towns it is not at all 
easy to find. There is, however, a great deal to be said in favour 
of the ‘multilateral’ solution, where it can be applied, for two 
main reasons. In the first place, it will obviously make much, 
simpler the transfer of pupils from one type of course to another 
where a mistake has been made in the original Idlocation; and in 
the second place it is the only sure way of achieving real parity 
between the different branches of^econdary education. As against 
this, the disadvantages are that the larger the school the further 
many children, will have to journey to it from home, and that it 
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might involve a fall in the standards of^those existing schools, 
grammar or technical, which had to be merged into multilateral 
schools catering for pupils of all degrees of intelligence, and not 
selecting their pupils on grounds of special aptitude. 

Neither of these objections has much force in the long run, and 
I feel no doubt that in th^e long run the multilateral school rvill 
become, not perhaps the! universal type— for why aim at uni- 
formity? — but the commones'^ variety. Given good transport and 
proper provision of school meals, it is no real hardship to pupils to 
have to go some distance tO| and from a secondary school (the 
primary school is, of course, quite another matter), any more than 
it is for students to travel iii to a centrally placed University or 
Technical College or out to one placed in country surroundings. 
As for the fear of a fall in standards, there is no reason for it, pro- 
vided that proper arrangements are made for organising the 
school in separate forms and ‘sides’ for pupils having different 
needs. Or rather, there is no reason in the long run; for in the 
short run there is the danger arising from the shortage of teachers. 
But what those who stress this danger are really claiming is that 
the grammar schools shall be allowed to staff themselves with the 
best qualified teachers, leaving the modern schools to do the best 
they can with those whom the grammar schools reject. This is 
obviously quite inconsistent with the idea of parity between the 
different branches of secondary education, and is in effect an 
attempt on the part, of the ‘cultured’ to defend their monopoly 
and to perpetuate educational class-divisions. 

The remaining argument often adduced against the multilateral 
school is that, from sheer size, it will result in bureaucracy, and 
will turn the headmaster into an admihistrator instead of a 
teacher, But there is no reason why this should happen if the 
school has its separate ‘sides,’ each under its own head, and if 
there is a board of governors to interpose between it and the local 
authority’s passion for getting teachers to fill up forms. 

I favour the multilateral school, and hope to see many experi- 
ments in this line in matiy areas. But I am not hopeful of getting : 
this solution very widely adopted at present, mainly because the 
opposition of the grammar school advocates wiH be strongly re- 
inforced by the immediate practical difficulties oyer sites and 
buildings. It will be the line of least resistance, wherever possible, 
to adapt, and add on tQ existing schools; and fdVv^of these are on 
sites which are large enough adequately to house multilateral 
schools. Something will, no doujpt, be done by federating schools 
of different types situated fairly near together; but this is obviously 
no more than a makeshift. V, * 


Technical Education * 

Technical education presents certain special problems. Hitherto 
junior technical schools have been carried on largely on the 
premises of Technical Colleges — an arrangement which has had 
evident advantages because it has enabled the premises to be fully 
used in the day as well as in the evening, has economised on 
expensive apparatus and has thus made better provision possible, 
and, last but not least, has encouraged the technical school pupil 
to regard it as natural and normal to go on to a higher technical 
course in the College. A big extension of technical education is 
obviously needed as a contribution to the higher efficiency and 
the democratisation of British industry; and it is of the greatest 
importance not to bi^ak the links between technical schools and 
Colleges. On the other hand, as the number of pupils taking 
technical courses at school is likely to be very much increased, it 
will be quite out of the question for the Technical Colleges to find 
room for more than a fraction of them — especially as it can reason- 
ably be hoped that the extraordinarily high rates of wastage 
among those who start on technical courses will be greatly 
reduced in future. There is, accordingly, no real inconsistency 
between the proposal to create multilateral schools including a 
technical side and the desire to retain junior departments in con- 
nection with the Technical Colleges. There will be plenty of need 
for both; and it will be necessary to create special links between 
the Colleges and such teclyiical schools or technical .sides of multi- 
lateral schools as are not conducted on College premises. 

Here I must put in a word about the character of technical 
education, which is often looked at askance by ‘cultured’ educa- 
tionists on the ground that it is vocational, and therefore inferior. 
This view is nonsense. The basic curriculum in most existing 
technical schools (as distinct from specialised ti’ade schools) is no 
more vocational than that of most grammar schools, The diflfer- 
ence is that the technical school prepares for a different range of 
vocations, and centres its teaching on mathematics and basic 
science and their applications instead of classics or history or 
literature. It is no doubt highly important that those who make 
mathematics and science their basic subjects should also learn 
some literature and history; but is it less important for ‘classics’ 
and historians to learn some mathematics and some science? 
Moreover, the quSstion is not only wAat sutejectsbre to be taught, 
but also in zuto spirit tliey are to be taught. Mathematics and 
science can be taught as humanistically as history or classics; and, 
if this is by no means always done, are not classics and history 
often taught as,bone-dry disciplines, made as unlielpful as possible 
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towards the pupil’s mastery of the world o^ to-day? The most vital 
thing of all is to break down the supposed opposition between 
‘technical’ and ‘cultural/ and to establish it as a recognised aim of 
all types of education to enable every pupil to express himself 
clearly and unambiguously in good, simple English. 

Towards Democracy in the Schools 

Finally, I come back to my essential point. We professed, in the 
Act of 1944, to be giving expression to the principles of educa- 
tional democracy. So to a certain extent we werej but the demo- 
cratic elements in the Act can easily be pushed aside if it is 
administered in an undemocratic spirit. Let us consider afresh for 
a moment what democracy implies in the :^eld of education. It 
implies a real attempt to discover the aptitudes of every child— 
not merely certain aptitudes for culture or technical prowess but 
all the aptitudes that are discoverable — and to give every child the 
best possible chance of developing these aptitudes except where 
they are definitely evil or anti-social. But democracy in education 
implies more than this. It implies also the living together as social 
equals of boys and girls differing greatly not only in their specific 
aptitudes but also in human quality in the widest sense in which 
such quality can be assessed. It would be not democracy, but the 
antithesis of it, to devise cunning ways of identifying the able, and 
then to give the able all the chances and segregate them from the 
rest — ^to train the able in one compartment for leadership and 
the rest in another as sheep. To say this is not to deny the immense 
importance of leadership in a democracy; but the essence of demo- 
cratic leadership is that it is not segregated or selected from above, 
but self-selecting out of a community living on terms of social 
equality. That is, in effect, the fundamental case in favour of the 
multilateral school, as a microcosm of a democratic community 
and the right foundation for a spirit of democratic citizenship. 

Curiously enough, the defenders of the ‘public’ school system 
half-recognise this, when they plead strongly against any attempt 
to limit entry to these schools to the ‘clever’ boys. They maintain, 
rightly, that their schools will give a better preparation for life if 
they include a fair proportion of the ‘not-clever’; and they point 
out that, very qften, the ‘not-clever’ do just as well as the ‘clever’ 
in after-life. They resist assimilation to the state secondary schools 
on the ground tl>at the^se schools are limited tOscleverish pupils; 
and one couldmot help’ sympathising with them if they were not 
apt to say, almost in the same breath, that these same state 
scholarship boys are not ‘clevef^ enough, and that assimilation 
would lower ‘public’ school standards. What they really, mean is, 


of course, that they exist to educate a governing- class, and that 
governing classes would not last long if they consisted exclusively 
of ‘clever’ people. The ‘public’ schools’ case is not, after all, a case 
for democracy, but a case for a segregated ri/ffe not based exclu- 
sively on intellect — that is, for a governing class stiffened with a 
suitable proportion of toughs and men of push and go, on the 
well-established principle of ‘I push, you go.’ 

Let us not disguise from oui'selves the plain fact that educa- 
tional democracy of the kind here envisaged as against the 
‘public’ school ideal cannot be at all easy to bring into existence. 
Even if we assure every child of good nutrition and of a home not 
prevented by sheer poverty from being a good home, of the best 
primary schooling w,e can devise, and of the most skilled help that 
can be given in finding out what sort of further education is most 
suitable in each individual case, there will remain the inescapable 
fact of a large mass of sheer inferiority, not only in intellect and 
power to connect and make any sort of coherent plan of living, 
but also in capacity for service to the community either in daily 
labour or in the affairs of citizenship. This will remain, as a sheer 
fact of heredity and human nature, even when we have learnt to 
value and cultivate many human qualities which our educational 
system at present almost wholly ignores — above all, besides the 
aesthetic, what I have called the ‘personal’ qualities of human 
understanding, helpfulness, and creativeness in the realm of 
personal relations. The idea of a' democracy in which all the 
members will be well etjuipped for forming political and social 
judgments, or keenly interested in political and social affairs, is 
a mirage. What is practicable is a great enlargement, by diminish- 
ing the existing waste of aptitudes, both in the proportion of 
well-equipped and active citizens, and in the social effectiveness 
of those who, whether or not they are well-equipped in this sense, 
have the aptitude to pull a beneficent social weight in other 
spheres of communal living, including the neglected spheres of 
popular artistic expression and of everyday personal relations. 


CHAPTER VI 


SOCIAL SECURITY, INCLUDING CHILD 

WELFARE AND THE SOCIAL SERVICES 

The Beveridge Report on Social Insurance, issued in 
1942, is one of the great social documents of our time. Sir William 
(now Lord) Beveridge, its sole author, was given an unique 
chance, and he made full use of it. As a rule, the reports of 
government committees embody compromises with which no ohe 
is entirely satisfied. They are the work of groups of persons of 
widely diflferent views, who either divide themselves into a 
majority and a minority or present an unanimous report by 
leaving out a great deal on which they are unable to agree. Even 
minority and majority reports usually cover up or suppress 
differences among those who sign them; and agreed reports take 
refuge at difficult points in phrases that can be interpreted in 
more than one way. The Beveridge Report was unique, in that 
the committee from which it emerged had but one member 
entitled to draw it up — Sir William Beveridge himself. All the 
other members were Civil Servants, connected with one or 
another of the government departments administering social 
services. They could advise; but as Civil Servants they could not 
publicly express opinions, or take part in drawing up the Report. 
The Beveridge Report was accordingly a one-man affair; and the 
man who wrote it was free to say ’exactly what he pleased, or 
considered expedient. 

This, I fancy, was not at all what the Government wanted by 
the time the Report was being written. Sir William Beveridge 
was appointed chairman of a committee of Civil Servants by 
Mr. Arthur Greenwood at a time when reconstruction problern§. 
were hot being seriously thought about by the Government, and 
no great thought was given to the impHcations of the appoint- 
ment. It does not seem even to have been realised at the outset 
that, if the Report,were to be made public, GivihSefvants would 
not be able to take pa?! in drawing it up,, or that, in effect. 
Sir Williutn was being given a free hand. Indeed, I think, though 
I do hot know, that Sir Wilham homself forced this issue, and that 
one great reason why he was boycotted so severely afteriyards in 
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government quarters was that he was considered to have stolen 
a march on the Government and the Civil Service by insisting on 
reporting what he wanted to report, and not what they would 
have liked him to report. 

At all events, from the time when the Report was submitted. 
Sir William Beveridge was disliked and boycotted in official 
quarters; and, though the pressure of public opinion compelled 
the Coalition Government to accept most of his recommenda- 
tions, he was not consulted at all in working them out into the 
detailed plans which the Government promised to bring before 
Parliament. There was a prodigiously long delay after the issue of 
the Report before the Government produced even a White Paper 
outlining its own proposals (from November, r94a, to September, 
1944); and right up to the time when the Churchill Government 
fell in the middle of 1945, not one of the Bills needed to carry these 
proposals into effect had been even produced, much less debated 
or made law. 

The reasons for this long delay were mainly two. In the first 
place, the Beveridge Plan, even in the modified form in which the 
Government had accepted it, involved spending a great deal of 
money; and there were not wanting critics on the Tory side who 
asserted that Great Britain could not afford it. These same critics 
in many cases also dislilced the plan, because they thought that it 
involved too much state help to the poor and the workers, and 
might “undermine the incentives to laboi^r” or unduly strengthen 
the hands of the Trade Unions in wage-bargaining, or, more 
generally, mollycoddle the people, who ought to maintain them- 
selves by their own efforts. But side by side with this political 
opposition, which for the most part did not come out into the 
open, there was another opposition which disliked the Report, 
not because it gave too much, hut rather because it upset the 
settled departmental habits and traditions of the Civil Service— 
for example, by proposing to set up a new Ministry of Social 
Security to take over the administration of most of the social 
services, and by treating lightly the ‘divine right’ of each govern- 
ment department to go on for fiver in charge of any service which 
has been within its province in the past. This opposition too- 
worked necessarily behind the scenes; but I think it was mainly 
responsible for the fact that the new Ministty of National Insur- 
ance (not Social Security) which was set up in i (^44 was designed 
to have much narrower functions than Sir Williarn Beveridge had 
proposed for the Ministry of Social Security ^envisaged in his 
Report. . 


The Five Giants < 

■ The Beveridge Report was a challenging social document, 
above all else, because of the principles and assumptions on which 
it was based. Sir William laid down explicitly that it should be the 
State’s business to give to all its citizens a high degree of security. 
He envisaged his Report on Social Insurance and Allied Services 
as “one part only of a comprehensive policy of social progress.” 
He wrote at the veiy beginning: “Social Insurance fully 
developed may provide income security: it is an attack upon 
Want. But Want is one only of five giants on the road of recon- 
struction and in some ways the easiest to' attack. The others are 
Disease, Ignorance, Squalor and Idleness.” His Report not only 
embodied a compi’ehensive plan for preventing those forms of 
Want which can be prevented by the provision of social insurance 
or other cash benefits to supplement private earnings, but also 
rested on the assumption that the Government’s reconstruction 
policy should and must include an equally vigorous attack on the 
other four Giants,’ 

Of these other four, he himself attacked Idleness in the sisfe- 
sequent Report on ‘Full Employment in a Free Society’ which 
I have discussed in an earlier section of this book. Disease he 
attacked in his first Report, when he made the establishment of 
a comprehensive Public Health Service, including all required 
forms of medical attention and treatment, together with the pre- 
vention of unemployment and the provision of Children’s Allow- 
ances, an assumption \mderlying his plan for the development 
of Social Insurance. Ignorance he did not attack specifically; 
but the Education Act of 1944, considered in the preceding 
chapter, must be regarded as the Government’s part-answer to 
his general challenge on thisnssue. The fifth Giant, Squalor, does 
not lend himself so readily to direct attack. He will be defeated 
mainly by the defeat of his allies, Want, Ignorance and Disease, 
■and by the Carrying through of a comprehensive housing and 
planning programme. 

-The Government and the Beveridge Plan 

After the issue of the Beveridge Report the Government, with- 
■out invoking the aid of Sir William or of any other chairman, put 
forward its own proposals for the establishnient of a generally 
available Publitf Health Service, only tc>, find Itself iiivolyed in a 
•clamorous coirtrOversy with the doctors, of which something will 
have to be said later in this chapter. The Government also 
promised to introduce its long-deferred Bill establishing Chil- 
dren’s Allo-wanceS, to which it was indeed more than half 


committed even before the Beveridge Report appeared; but its 
proposals on this matter, as we have seen, fill a long way short 
of what Sir William had recommended. The Coalition Govern- 
ment also took one important step towards filling an unaccount- 
able gap in Sir William’s general diagnosis. His Social Insurance 
plan was designed to prevent, or at least to mitigate, want arising 
from unemployment, from sickness or accident, from old age, and 
from the inadequacy of normal wages to support a large family; 
but he made — presumably because he regarded it as beyond his 
terms of reference — no proposal for dealing with those cases in 
which men or women in work, in health, and in the prime of life 
cannot earn a living wage. If we are to prevent want, we must 
clearly set out to prevent inadequate incomes among the 
employed as well as among the unemployed,” the sick, the dis- 
abled, and the aged; and though the provision of adequate 
Children’s Allowances will evidently help greatly towards this 
end, it will not be enough, even if the allowances are made 
much more generous than they are at present. We must accord- 
ingly regard Mr. Ernest Bevin’s Wage Councils Act of 1945 as yet 
another instalment of the policy needed for preventing want.i 

The Implications of Social Security 
Despite this omission, Sir William Beveridge’s approach to the 
general question of Social Security was revolutionary in what it 
implied. Just as the acceptance by the State of the responsibility 
of finding jobs for all who need them hafe revolutionary implica- 
tions for the conduct of industry and involves a flat denial of the 
main presuppositions of laissez-faire capitalism, so the acceptance 
of public responsibility for pi'otecting every citizen against want 
has implications hardly less far-reaching. For what becomes, 
under these conditions, of the contefition that men are too lazy 
or unprihcipled to work unless they are driven on by the whip of 
starvation, or of the conclusion that industry cannot be carried on 
unless those who work in it have continually before their eyes the 
threat of the sack? The change of attitude has come about largely 
because even those who think there is “something in” such cori-^ 
tentions are for the tnost part no longer prepared to defend out- 
right the view that if a man through slackness to earn a living 

wage— to say: nothing of his failing from any other cause— it is 
right and proper, ip the name of the sanctity of femily life, that 
his wife and children sMbjild starve with him. The opinion o 
to-day credits 'women and children with individual claims and 
rights of their own. It is not so ready as its forerunners to say that 
:a:. .... ^ See p. 585. , f f / 








the sins of the fathers shall be visited upon the children, or even 
upon the mothers, or so sure that family life thrives best when 
women and children are offered up as victims to its sanctity. 

The Growth of the Social Services 
The public social services, as they existed in 1939, were made 
up of the old Poor Law, which went back in something like its 
existing form right to the days of Queen Elizabeth, and of a 
number of quite recent special services which had grown up 
since the enactment of the OH Age Pensions Act in 1908 and of 
the National Insurance Act in 1911. On the fringe lay Workmen’s 
Compensation, which was not a public service in the strict sense, 
but had grown ov$ of the ancient common law I’ule of ‘employers’ 
liability’ as modified and extended by statute law. Besides the 
various services provided under the Poor Laws, the public social 
services as they existed in 1939 included the following services; 

(a) Tfon-contribiitory Old Age Pensions, instituted by the Liberal 
Government in 1908, at what seems to-day the extraoixlinarily 
low rate of 5^. a week for persons over 70 years old. The pensions 
were subject to a Means Test and tapered away to nothing when 
the aged person had other means. No pension at all was payable 
when such means exceeded i i or. a year. In 1919 the maximum 

pension was raised to ror., but only for those whose other means 
did not exceed £z 6 ^s. a year; and no pension was payable when 
other means were more than £4.g i yr. 6 d. In 1 924 the Means Test 
was substantially modiied, by a provision that incoine up to -£^8 
a year (or £yg for husband and wife) should be disregai’ded in 
assessing the pension. The Act of 1 924, passed by the first Labour 
Government, also removed the disqualification from receipt of 
pensions of persons who werp getting poor relief. Further develop- 
ments of the non-contributory scheme were checked by the intro- 
duction of contributory Old. Age Pensions in 1925; and when it 
became imperative in the course of the war to make improved 
provision for old people this was done, not by amending the Act 
of 1908, but by instituting a scheme of Supplementary Pensions 
..under the Assistance Board (see p. 554). 

{b)l National Health /njttr««cs, instituted by the Liberal Govern- 
ment under Part I of the. National Insurance Act of igii. This 
was the Act which started the contributory system, by providing 
for compulsory^dcductions fi’bm the w^es of employed persons 
and for compulsory contributions from their employers, the pro- 
ceeds being paid, plus a small state subvention, to an Insurance 
Fund/ The Act ensured to thel'persons covered by it, but not to 
theirMppendants,, medical attention and treatment by ‘panel’ 
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doctors, who were paid on a capitation basis, but it did not cover 
specialist or hospital services, except in thes case of tuberculosis, 
for which special provision was made. The Act also instituted a 
system of sickness benefits at the rate of lo^. a week for men and 
7t. 6 d. for women, payable for limited periods, and of disablement 
benefits of unlimited duration, following on the exhaustion of the 
right to sickness benefits, at the reduced rate of ^s. a week. The 
Act was administered mainly through Approved Societies formed 
under the auspices of Friendly Societies, Trade Unions, Collecting 
Societies, or Insurance Companies; and these Societies, which 
received fixed payments from the Fund, were allowed to provide, 
when they could afford to do so, ‘additional’ benefits, including 
medical treatment for dependants, dental treatment, and other 
special services. There arose in practice' great inequalities between 
the benefits provided by different societies in return for the flat 
weeldy contribution; but the mass of insured workers showed little 
discrimination in selecting an Approved Society. In igig the rates 
of sickness benefit were raised to 15^. for men and I2J. for women, 
and disablement benefit was increased to js. 6 d. Thereafter only 
minor changes were made in the scheme up to ig4i, except a 
reduction in married women’s benefits in the course of the 
‘economy* campaign of ig32. This discrimination was preserved 
in 1941, when rates were again raised for sickness to iflj-. for men, 
I3^. for married women, and 15^. for other women, and for dis- 
ablement to los., 8 s., and qs. The Act of igii also instituted a 
small maternity benefit for insured women, and enabled certain 
classes of persons not compulsorily insured to qualify for some of 
the benefits by becoming ‘voluntai-y contributors.’ This latter 
concession was not extended to married women. 

The State throughout met only a small proportion of the total 
cost of Health Insurance, which was paid for mainly out of the 
contributions of workers and employers. There were no such large 
state subsidies in this case as there were to the costs of unemploy- 
ment and pensions insurance. Moreover, rates of benefit remained 
lowj and there were no allowances for dependants. Tile reason for 
these inadequacies was largely that Government after Goverm 
ment was unwilling to incur the hostility of Insurance GompanieST 
and other agepcies by trenching on the field covered by voluntary 
insurance apart from the state scheme. This reluctance also pre- 
vented the institution of funeral benefit as a part of the state 
service. 'V' ,■ ' '^'4, ' ■' 

(e) Unemployment Insurance, first instituted for a small group of 
selected trades (chiefly building, engineering and shipbuilding) 
under Part II of the National Insurance Act of 19x1, with a 


supplementary provision allowing state subsidies to voluntary 
schemes run under ,tlie auspices of Trade Unions or Friendly 
Societies. Benefits under the igii Act were at the low rate of 
7i. a week. Munition workers were brought in under an Act of 
igi6; and in igao Unemployment Insurance was extended to 
workers in the great majority of trades and occupations, the 
largest exceptions being agriculture and domestic service. Agri- 
cultui’e was brought in, under a special scheme, only in igsS. 
Domestic servants remained outside throughout. An Act of 1919 
raised the rate of benefit to nr., and the Act of 1920 fixed rates 
at igr. for men and lar. for women. In 1921 dependants’ benefits, 
at low rates, were added, as a consequence of the conditions 
caused by the post-war slump. Thereafter the scheme underwent 
frequent changes. »Up to 1921 benefits were payable only for 
strictly limited periods, dependent on the number of contributions 
previously paid, The slump led to a I’elaxation of these conditions, 
and ‘extended’ benefit was introduced in 1921, but was made 
payable not as of right but only at the discretion of the Minister of 
Labour in each case. In 1924 the first Labour Government made 
‘extended’ benefit a right; but this reform was reversed by its 
successor, which introduced in 1925-6 a system of ‘transitional’ 
benefits payable only at the Minister’s discretion. There followed 
an acute controversy over disqualifications of applicants said to be 
“not genuinely seeking work.” In 1930 the second Labour 
Government again relaxed the conditions, and also transferred 
the cost of what was by then called ‘uncovenanted’ benefit to the 
State from the Insurandfc Fund, which had been sinking further ; 
and further into debt. The fall of the Labour Government during 
the financial crisis of 1931 was followed under the National 
Government by drastic changes, including the institution of a new 
system of ‘transitional paymemts’ subject to a family Means Test, 
which was widely resented. This was followed in 1934 by the 
division of the scheme into two. Unemployment Insurance, on a 
strictly contributory basis, was separated from Unemployment 
Assistance, which was thereafter paid for by tbe Exchequer; and 
the latter was placed in the hands of a new body, the Unemploy- 
ment Assistance Board, which was to coirtinue to administer a 
Means Test and was also gradually to take over fi’pm the Public 
Assistance (Poor Law) authorities most forms of relief to able- 
bodied persons. The first scales issued by the U.A.B. led to so 
much resentmcKt that they had to be wkhdraVn, and improved : 
scales substituted; but the family Means Test was retained in a: 
modified form until 1^41, when^^ under pressure fi'om the Labour 
Ministers in the Coalition Government, a personal Means Test 
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was at length put in its place. Before this, in.i940j rates of benefit 
under the insurance scheme had been raised to 20s. for men, and 
I Si’, for women, with children’s allowance at 41. for each child. 

Under the Acts of 1911 and 1920, Trade Unions, where they 
had private schemes of their o’wn, were allowed to administer 
state unemployment benefit on behalf of their members. The 
severe and prolonged unemployment of the inter-war period, 
however, made many Unions unable to maintain their own 
schemes, and there were also difficulties over the conditions of 
administration of the State schemes. Consequently, the scheme 
came to be administered for the great majority of workers directly 
by the State. Moreover, the idea, entertained at the start, that 
industries might be allowed to contract out ofithe general scheme 
by setting up schemes of their own, pi'O’viding for the maintenance 
of their own unemployed, was dropped when it became plain that 
the effect would be to encourage industries with little unemploy- 
ment to contract out, leaving the general scheme to bear all the 
heavier liabilities. . 

(d) Pensions for Blind Persons, instituted under the Blind Persons 
Act of 1920, on a non-contributory basis. These pensions were 
made payable at the age of 50, until in 1938 the age was brought 
do'wn to 40. The Act of 1938 also required local authorities to 
make provision, apart from the general system of Public Assist- 
ance, for other forms of aid to blind persons and their dependants. 

(«) Contributory Pensions for Widows, Orphans and Elderly Persons, 
instituted under the Widows’, Orphafis’, and Old Age Con- 
tributory Pensions Act of 1925. This Act provided old age pen- 
sions of 10s. a week at 65 to persons insured under the Health 
Insurance Scheme, and similiar pensions to their wives when 
the husbands reached the age of 65^ It also provided lOi. a week 
and dependants’ allowances for young children to widows of 
insured men dying after 1925, and yj. 6 d. a week for orphans. 
Widows’ Pensions were extended in 1929 to widows of 55 or over 
whose husbands had died before: 1926; and in 1937 there was a 
further extension on voluntary lines to widows of persons who 
were not covered by health insurance. Finally, in : 1940, the 
general age for old age pensions was brought down to 60 in the 
case of women, the age for men being left unchanged _at 65 . 

f) Unemployment Assistance, introduced in 1934 :in lieu of 
‘imcovenanted’ benefit, or ‘transitional’ payiaents under the 
Unemployment Insurance Acts. Unemployment^Assistance, as 
we have seen, whs given on a national scale laid down by the 
Unemployment Assistance Boar&, subject to a Means Test (see 
p, 552). At thebutset it was limited to persons who had run out 
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of ‘covenanted’ insurj-nce benefits; but in 1937 a number of other 
persons were transferred from Public Assistance to Unemploy- 
ment Assistance, on the ground that they were , persons seeking 
employment and normally living by wages. The scales of Unem- 
ployment Assistance are too complicated to be described here. 
The revised scale of 1936 provided basic rates of lOr. for a man, 
24U. for a man and wife, 15^. for a woman living alone, and vary- 
ing rates from gr. to 8r. for children and adolescents, and of i os. 
to 8r. for adult dependants. 

(g) Supplementary Pensions, introduced in 1940 for old age pen- 
sioners and widows over 60, and placed under the administration 
of the Unemployment Assistance Board, which then became the 
Assistance Board. The Assistance Board also acquired a number 
of new wartime functions connected with relief of the needs of 
bombed-out and evacuated persons; but it does not seem neces- 
sary to describe these purely temporary arrangements. 

{h) This account would be seriously incomplete if nothing were 
said of the changes introduced into the Poor Law system by the 
Local Government Act of 1929. This Act abolished the separate 
Boards of Guardians which had administered poor relief since 
1834, and handed their functions over to the County and County 
Borough Councils. Poor Relief was renamed Public Assistance, and 
was thereafter administered by Public Assistance Committees 
appointed by the Councils; but the basis remained local, with 
local differences in the rates and conditions according to the vary- 
ing views of the Council^ in different areas. There was no intro- 
duction of a uniform national system like that administered by 
the Unemployment Assistance Board, though in pi’actice there 
was some tendency to assimilate scales and conditions under the 
influence of the Ministry ofjHealth. The Act of 1929 was also 
important in many other fields, as it transferred to the local 
Councils a wide range of separate services (e.g. poor law hospitals 
and infirmaries) previously conducted under the Boards of 
Guardians. 

(i) On the margin of the public social services stands the system 
ef Workmen’s Compensation, inaugurated in 1897 as a development, 
of the principle of employers’ liability. At common law, apart 
from statute, an employed , person can sue his employer for 
damages caused by the employer’s negligence. Up to i88o there 
was no right to<«ue where', the negligence ,waS that of a fellow 
employee, and'not of the, employer personally, such actions being 
barred by the common law doctrine of ‘common employment.’ 
The Employers’ Liability Act of’ 1880 removed this barrier, but 
left recovery of damages open to the worlcman only when his 
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injury was due to negligence on the part of the employer or his 
agent, who might be a fellow employee. The Workmen’s Com- 
pensation Act of 1897 introduced the quite new principle of a 
right to compensation in respect of accidents arising out of or in 
the course of the workman’s employment, whether there was any 
question of negligence or not. The Act of 1897 applied only to a 
prescribed range of dangerous industries, including mines, fac- 
tories, railways, and the main types of building and construction. 
It was extended to agriculture in 1900, and to practically all 
employments, except home-workers, in 1906, but non-manual 
workers earning more than ;^25o a year were excluded. This 
income limit was raised in 1923 and again in 1941. There was, 
however, strictly speaking, no state scheme. The injured workman 
was left to seek compensation in the county courts, which there- 
after spent an increasing proportion of their time in dealing with 
compensation cases. Compensation could take the form either of 
a weekly payment of limited, amount or of a lump sum, and there 
was increasing pressure from the insurance companies, which in 
practice took over the employer’s liability, to get lump sum pay- 
ments accepted in cases of serious disability. Weekly payments 
were originally limited to a maximum of ,^1 or 50 per cent, of 
normal wages; but the maximum was raised by 25 per cent, in 
1917 and by a further 50 per cent, to a total rise of 75 per cent, in 
1919. In 1923 the maximum was fixed at gon, and a scale was 
fixed allowing payments up to 75 per cent, of normal wages for 
the lowest-paid workers. In 1940 a supplementary allowance of 
5^. was added, and also a children’s allowance of qr. each for the 
first two children and y. for others. In case' of death the original 
maximum payment was three years’ wages up to a total of 
The Act of 1923 provided for additional allowances in case of 
death for dependants, subject to ah all-in maximum of £600. 
In general, weekly payments made before death could be 
deducted from the sum payable at death, There was no connec- 
tion at all between the workmen’s compensation scheme and the 
rest of the social services; nor did the State assume any respon- 
sibility for ensuring payment in the event of the employer’s^ 
default/ ,;_■ ./ 

(J) Tn addition to these public or quasi-public social services, 
there existed a large body of insurance and chaTitables services 
conducted by pfiyS^e bodies. Some'Trade Unions;paid unemploy- 
ment benefits in additioil tp those under the state scheme; and a 
larger number provided^ sickness benefits and death benefits. 
A few provided superannuation payments; but all these services, 
except a small funerarbenefit, were usually within the reach only 
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of skilled workers who could afford a relatively high Trade Union 
'■contribution of li. to 2s. a week. Friendly Societies, such as the 
Oddfellows, Druids and Foresters, provided sickness and death 
benefits on a larger scale, but not unemployment benefits. Collect- 
ing Societies and Insurance Companies did a still larger business 
in funeral insurance, endowment policies, and other types of 
‘industrial insurance.’ Commercially conducted insurance usually 
involves both very high administrative co.sts, because of the system 
of weekly collections by agents working from door to door, and of 
the large proportion of ‘lapsed’ policies, on which payments are 
never completed. In 1939 there were no fewer than 103,000,000 
current industrial insurance policies — ^more than two for every 
man, woman and, child in the country — and the premiums paid 
amounted to ;,t^74,ooo,ooo, out of which ,1^34,000,000 went on 
management expenses apart fi’om pi'ofits. There were in addition 
a number of insurance schemes run by firms for their workpeople, 
usually on a contributory basis with financial aid from the firms 
concerned. 

{k) The Chanty Organisation Society and a number of other charit- 
able agencies paid out sums in relief of distress, usually on a basis 
of ‘case-work’ — that is, study of the position of each applicant with 
a view to helping those who were regarded as ‘deserving’ and 
especially those whom some help might render better able to help 
themselves. Many more specialised charitable agencies existed to 
help particular classes of persons (e.g. discharged soldiers, dis- 
charged prisoners, orphans, Jews), or those suflfering from some 
special disability (the blind, the deaf, those needing artificial 
limbs, and so on). Some of these special bodies received grant-aid 
from the State or from local authorities; and a number of them 
worked in a sort of partnership with the statutory agencies. They 
are much too numerous and diverse to be described here. In many 
cases they gave help chiefly in kind, or by granting money towards 
the purchase of necessary apparatus or the cost of special treat- 
ment. 

( 1 ) The voluntary hospitals stood in a special position. They had 
^been financed to a growing extent in recent years not by donations 
from the wealthy but by weekly subscriptions from working 
people to Hospital Funds or Associations. There were about ten 
million contributors to such schemes, representing with their 
dependants at Ijgast half the total population. About half the total 
expenses of tbfs voluntary hospitals were met in 1939 out of pay- 
ments from patients or potential patients, either directly or on 
a contributory basis. ", 


The Beveridge Plan and the Government’s Proposals Outlined 

The question before Sir William Beveridge was how best to 
build on the foundation of this haphazard collection of social 
services, gradually created over a long period, but entirely 
unco-ordinated, a comprehensive plan of ‘social security’ agahist 
want due to any of the common contingencies of modern life. It 
was obvious that the existing services left a great many gaps and 
wei’e at most points entirely inadequate even where they did 
make some provision. There was no logic about them — for 
example, there was no good reason why an insured workman 
should get much less when he was sick than when he was unem- 
ployed, or why a workman who worked not for an employer but 
‘on his own’ should be left out. It was absurd, that wives and 
children of insured men were excluded from health insurance, 
that persons insured with different Approved Societies got widely 
varying benefits in return for the same contributions, that there 
wei'e several different Means Tests, administered on quite 
different lines, and several varying scales of children’s allowances. 
It was plain that the funeral benefits provided by insurance com- 
panies and collecting societies were indefensibly costly to the 
insured, and amounted to a ‘ramp’ for the benefit of investors or 
insurance agents, or both. It was no less plain that workmen’s 
compensation arrangements were most unfair, both because the 
sums payable were too low and because those who needed speedy 
help were subject to unfair pressure to accept lump sums in place 
of weekly payments, which often involved long delays. It was 
clearly ridiculous to have several different government depart- 
ments administering separate insurance schemes, to have some 
schemes contributory and some not, and to have the State 
financing some schemes fairly generously, some in most niggardly 
fashion, and some not at all. 

Sir William Beveridge’s starting point was Social Insurance, 
and he had not a free mandate to range over the entire field of 
social seiwice. For example, though it was evident that any satis- 
factory scheme must embody a comprehensive provision for 
medical service, on a much wider foundation than that of the 
medical part of National Health Insurance, it was hardly within 
Sir William’s mandate to say , how such a service ought to be 
organised or to enter into the many complications that were 
bound to arise in*fConn^ction with it over the jgosition of the 
doctors, of the voluntary hospitals, and of the locSl authorities- 
Sir William in fact did no more (though that^ indeed was much) 
than make the establishment of a comprehensive system of 
medical attention for the whole population one of thg basic 
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assumptions of his Report, leaving the details to be worked out 
elsewhere. In the case of children’s allowances, which also fell 
outside the field of social insurance, as it had already been 
practically decided to meet tlicir cost out of the proceeds of 
general taxation, Sir William could not limit himself so much, as 
it was impossible to work out appropriate scales for other benefits 
without making some definite assumption about the sums that 
were to be paid out in children’s allowairces to households of 
various sizes. Accordingly, he did discuss at what level children’s 
allowances should be fixed; and this involved taking into account 
the extent of the ‘allowances’ in kind that the State was proposing 
to provide — school milk, school meals, and anything else that it 
might be decided .to supply directly instead of leaving it to the 
parents’ discretion. 

Children's Allowances 

The conclusion which Sir William reached oir this question was 
that the ordinary rates of wages ought to be fixed at a level 
adequate to provide for the maintenance of the first child and 
that accordingly for those who were in good health and in 
employment allowances should be payable only for the second 
and subsequent children. On the other hand, when the parent 
who normally earned the child’s keep was ill or unemployed, the 
allowance should be payable for the first child as well. The rate 
proposed by Sir William Beveridge was Bs. a week for each child, 
in addition to the services to be provided in kind. This was on the 
assumption, common to all the proposals made in his Report, of 
a price-level 2g per cent, higher than that of the pre-war period, 
and Sir William contemplated that the actual rates would be 
adjusted to fit the post-war cost of living, rvhatever it might turn 
out to be. 

As against this figure of 8j., related to a 25 per cent. I'ise in 
prices, the Coalition Government in its proposals of September, 
1944, promised only gr., without any provision for adjustment to 
offset increased prices and despite the fact that the cost of living 
.had already risen considerably since the preparation of the.. 
Beveridge Report. The Government’s spokesmen argued that 
eventually allowances in kind would reach a value of about 2j. fid. 
a week, and claimed that the Beveridge rates were higher than 
the Exchequer., could be asked to afi^^rd. ft was pertinently 
pointed out by the Govermnent’s critics both that it would be a 
long time before the proposed services in kind could be got into 
full operation, and that the "fates proposed contrasted most 
unfavourably with the l or. allowed to children of serving soldiers 
558 '' . ; 1 ;. . . 


and were plainly inadequate to meet the expense of beeping a 
child in reasonable health and comfort. » 

The main part of the Beveridge Report was concerned with 
three groups of questions— maintenance of the sick, the tempo- 
rarily incapacitated, and the unemployed; provision for old age; 
and compensation for industrial injuries and diseases, or the sub- 
stitution for it of some alternative system of maintenance. Working 
on the assumptions that there would be a comprehensive public 
medical service and that the numbers of the unemployed— and 
especially of the long-term unemployed^ — would be greatly 
reduced by the adoption of a policy of ‘Full Employment/ 
Sir William Beveridge had to deal mainly with the question of the 
amounts and conditions of the cash incomes to be publicly pro- 
vided for the sick, the unemployed, the/njurfid, and the retired, 
and with the extent to which the potential recipients should be 
called upon to contribute compulsorily to the cost of these 
services. His object was, as far as possible, to fuse all the separate 
schemes previously in existence into a single comprehensive 
scheme, which would go as far as was practicable towards the 
prevention of all forms of want except those arising from unduly 
low wages or sheer refusal to accept reasonable conditions for the 
receipt of public help. 

The Need for Uniform Benefits 

The first and most obvious problem to tackle was that of the 
entirely irrational difference between the benefits provided for the 
sick and for the unemployed. It was clearly indefensible that there 
should be no dependantsV benefits under National Health Insur- 
ance, whereas they had been provided under JUnemployment 
Insurance since 192 1. It was absurd that the State should bear a 
much smaller proportion of the cost of maintenance in sickness 
than in unemployment; and it was profoundly unsatisfactory that 
both types of benefit; should be limited in duration, so that the 
long-term unemployed should be driven to the Unemployment 
Assistance Board and those suffering fi:om protracted illness to the 
Public Assistance Committee. It could, no doubt, be argued that 
it was of the essence of an towrawe scheme that its benefits shouldf 
be limited in duration and that on no other condition could its 
‘actuarial’ character be preserved. But this principle, though 
implicit no doubt in schemes of voluntary insurance, has no real 
application to a compulsory, scheme in which all’H^orkers have to . 
take part whether it is worth their while or not. The worker who 
is in a safe job for life evidently lojes by paying a weekly contribu- 
tion towards ‘insurance’ against unemployment; what he pays is 
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not really an insurance contribution but a tax. The raising of part 
of the cost of social ‘insurance’ from contributions is merely a way 
of spreading the incidence of the taxation differently: it ensures 
that to a substantial extent the working classes shall pay directly 
for one another’s social services, instead of leaving them to be 
financed out of general taxation. Whether this bears more or less 
unfairly on the poor depends of course on what the general taxes 
are — how low down the scale income tax is levied, what propor- 
tion of total revenue is drawn from indirect taxes on consumption, 
and so on. But it is nonsense to suggest that a state scheme cannot 
provide benefits unlimited in duration, merely because a part of 
the funds is raised by weekly contributions levied on employers 
and employed. 

Duration of Benefit and the Means Test 

Accordingly, Sir William Beveridge proposed that benefits for 
both unemployment and sickness or other disability should be 
unlimited in duration — subject in the case of disability to proper 
medical evidence and in the case of the unemployed to the accept- 
ance mider reasonable safeguai'ds of the need to accept a job in 
a new occupation. In order to make these safeguards work con- 
structively, and not as mere means of checking abuses. Sir William 
proposed that there should be provision for making benefit, after 
a period, conditional in the case of those out of work on the 
acceptance of training for an alternative type of job, and in the 
case of the sick or incajjacitated on their undertaking any pre- 
scribed courses or measures of rehabilitation. Training Benefit 
was, indeed, not to be limited under the Beveridge Plan to the 
unemployed; it- was to be available for all who heeded it. The 
Coalition Government, in its social security proposals, retained 
Training Allowances for the ’unemployed, but not as a condition 
of the continuance of benefit. As against this, it dropped all 
specific provision for rehabilitation, presumably leaving that 
matter to be dealt with in connection with the proposed Health 
Service. 

What was much more serious was that the Government, in its 
"White Paper of 1944, refused to make either Unemployment 
Benefit dr Sickness Benefit unlimited in duration. In relation to 
Unemployment Insurance, this meant that workers who had 
exhausted their limited right to benefit (30 wpeks was the limit 
proposed) woy-KI still have to go to the Assistance Board, where 
the Means Test would continue to be applied. In relation to sick- 
ness, it meant that after a niuch longer period (3 years was the 
proposed maximum), a sick or incapacitated person would be 
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transferred to a new Invalidity Benefit at a substantially lower 
rate, though it is difficult to see why his meeds should have been 
supposed to decrease with the prolongation of his incapacity. 
What the Coalition Governnaent was in effect proposing was that 
the incapacitated worker should be pensioned off after three 
years, at a rate equal to that which it was proposed to pay to 
persons retiring in old age. As we shall see, the rates which it put 
forward for such old age pensioners were very inadequate; and it 
was this inadequacy that led to the anomalous proposal that the 
worker suffering from prolonged illness should have his benefit 
reduced. There was, however, to be no time-limit in respect of 
this reduced benefit, when it was payable. But, whereas Sickness 
Benefit was to be paid not only to employed persons but also to 
other insured persons (self-employers, etc.)’ this latter class was 
not to be eligible at all for Invalidity Benefit, and would thus have 
to go to the Assistance Board for help in case of prolonged illness. 
Moreover, Sickness Benefit was to be granted, except to employed 
persons, only in the event of the illness lasting for more than four 
weeks. The Labour Government’s National Insurance Bill of 
1946 largely followed in these respects the lines of the Coalition 
White Paper, but made some notable improvements. Sickness 
Benefit was made unlimited in duration. Unemployment Benefit 
was again statutorily limited in duration — to 180 days — ^but as a 
temporary measure for the first five years discretionary power was 
given to the Minister, on the advice of local tribunals, to continue 
benefit for such further period as he ]g^ht deem fit. 

Injury and Disablement 

Thus, the Coalition proposals in respect of both unemployment 
and invalidity fell a long way short of giving reasonable security 
of income, and a long way behind, the proposals of the Beveridge 
Report. The Labour Government went some way, but not the 
full way, to what the Report had proposed. In the matter of 
industrial injuries and occupational diseases the position was more 
complicated. The Coalition Government agreed with Sir William 
Beveridge in wishing to abolish the existing form of Workmen’s 
Compensation, with its continual recourse to the law courts, and 
to substitute for it a form of social service benefit. They also 
agreed in wishing to abolish the abuse of lump sum payrdents, 
which were oftpn forced on the workman because he could not 
afford to wait until thb courts had dealt with It^Case and assessed 
a weekly payment. But they differed from Sir William about the 
nature of the benefits that we;ip to be given instead of compensa- 
tion assessed by law. Sir William wanted to get over the difficulty 
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: about immediate payments by providing for an allowance pay- 
able for a limited nurgber of weeks from the date of the injury. 
This would have been the only payment in case of slight accidents, 
lasting only a short time, and would have been at a substantially 
higher rate than ordinary unemployment or sickness benefit, in 
order to meet special needs. In the case of more serious accidents, 
it would have allowed time for the extent of the injury and the 
appropriate rate of long-term payment to be assessed. This long- 
term payment. Sir William proposed, should vary with previous 
earnings, so as to give the injured workman in case of total 
incapacity two-thirds of his previous earnings up to a maximum 
of ,^3. This is, of course, the principle on which Workmen’s Com- 
pensation has rested in the past, though the Beveridge proposals 
were more generous than those of the existing law. The Coalition 
Government, on the other hand, proposed to give up altogether 
any relation of payments for injury or disablement to previous 
earnings, and to provide instead flat-rate payments. It accepted 
the Beveridge proposal to institute an Injury Allowance payable 
from the start of the incapacity for a period up to 13 weeks; but 
from that point it proposed that the workman should receive a 
fixed Disablement Pension or Allowance at an increased rate— 
the rate payable for total incapacity being of course propor- 
tionately reduced in cases where the incapacity was only partial. 
The Labour Government, in its Industrial Injuries Act of 1946, 
followed the main lines of the Coalition White Paper, but made 
the benefits a good deal more extensive, by enlarging the claims 
of parents and other dependent relatives; by creating a special 
section for injured juvenile workers; by increasing disablement 
pensions in cases of special hardship; and by granting higher 
rates to women having the care of deceased persons’ children. The 
Bill underwent large improvenaents while it was before Parlia- 
ment, and was generally regarded as a great advance on the old 
system of workmen’s compensation. 

It.should be noted that here again provision was made, as under 
Ae Workmen’s Compensation Acts, only for employed persons. 
There was no provision for Injury Allowances or Disablement 
Pensions to anyone not previously employed under a contract of 
service. The independent worker or small employer, or the house- 
wife, who met with an injury would still need to have recourse to 
a forrn of assistance— rechristened National Assistance— to ; be , 
administered uncjj?r the Means Test. » 

There arc arguments both for and against basing compensation 
in case of accidents on previous earpings. On the one hand, where 
the State provides a public service, there is much to be said for 
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maKng benefits equal for all, irrespective of previous means. On 
the other hand, a skilled workman who ineets with an accident 
that disables him will, under: the flat-rate system, experience a 
serious fall in his customary standard of living, whereas the less 
skilled workman will not, or will do so only to a smaller extent. 
Sir William proposed that in industries particularly exposed to 
accident or occupational disease there should be a special levy on 
the firms employing labour in order to meet part of the heavy cost 
of compensation. The Coalition Government rejected this pro- 
posal, and elected to put the new flat-rate benefits on the basis of 
flat-rate contributions irrespective of the accident record of par- 
ticular occupations. On the whole, I am inclined to think that in 
both these matters the Coalition Government was right, but that 
it should also have made it possible for skilled workers or others 
who are relatively highly paid to contribute to a supplementary 
scheme of higher Disablement Benefits, of which the State should 
have been ready to meet part of the cost. 

The Pensions Problem 

Much the most difficult matter with which Sir William 
Beveridge had to deal was that of Pensions, including both Old 
Age Pensions and Widows’ Pensions. The problem of Old Age 
Pensions was peculiarly difficult because of the rapidly rising pro- 
portion of elderly people in the total population. As we have seen, 
whereas in ign only about 5 per cent, of the population of 
England and Wales was over 65, by iggi the percentage had risen 
to 7-4. It was over 9 per cent. in“i94i, and by 1971, apart fi'om 
war casualties, it is expected to be hearing 16.1 This, of course, 
means that any pension scheme that is meant to cover the costs of 
decent living is bound to be expensive and to involve a rapidly 
rising cost. 

The Beveridge Report proposed to deal with this difficulty by 
beginning with a scale of pensions admitted to be entirely 
inadequate — though substantially better than the existing scales— 
and by gradually increasing the amounts paid over a period of 
twenty years, during which contributions would be corning nn. 
The effect of this would have been to reduce the cost to the State 
during the early years of the social security scheme as a whole, but 
substantially to increase it later on, as the contributions accruing 
on account of She deferred pensions could bemed to finance any 
part of the schenie in the meantime. The GoaRaon Government, 
however, rejected this plan in favour of a fixed scale of pensions, 
to be brought into force for*the most part at once, but to be 
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extended to classes of persons who were not contributors to the 
existing contributory sch'eme only after payment of ten yeai-s’ con- 
tributions. In order to reduce the cost involved, the Government 
fixed a scale of pensions a long way below the scale proposed for 
final adoption in the Beveridge Report — a scale, indeed, plainly 
inadequate to afford a tolerable standard of life at existing or 
prospective pidces. 

The new Mnd of Old Age Pension, which was to replace in due 
course both the contributory and the non-contributory schemes at 
present in force, was called by the Coalition Government a 
‘Retirement Pension,’ and was to be paid only on actual retire- 
ment from regular work. For each year for which retirement was 
postponed beyond the statutory pensionable age — 65 for men and 
60 for women — ^there was to be a small addition to the amount of 
pension that could be claimed when a person did actually retire. 
These proposals were in accordance with the Beveridge Report. 
It seemed clearly desirable, in view of the increasmg proportion 
of old people, and of the prospective adoption of a ‘full employ- 
ment’ policy, to encourage elderly people who wez'e still fit to 
continue at work and thus to reduce the burden on the rest Of the 
population. Postponement of retirement must, of course, be 
wholly voluntary; and no sensible person will want to see old 
people still v^orking when they are past work. But there is much 
to be said for the view that fit old people are likely to be happier 
working than with nothing to do — especially if the Retirement 
Pension is fixed too low (to allow them any margin above 
absolutely necessary expenditure. 

The Coalition Government’s plan involved the disappearance 
of the pension which had been previously payable to an elderly 
person who had been a contiibutor even if he or she remained at 
work; but it was of course proposed to safeguard fully the rights 
of existing pensioners to go on as they were. Under the new 
scheme, when a man reached 65, pension was to be claimable in 
respect of his wife, if he had one, irrespective of her age, or the 
wife, if she was 60, or over, was to be entitled to claim a separate 
pension if she wished. 

; The Labour Government, in its Act of 1946, raised the rate of 
pensions from 2or. to ads. a week for single persons, and from ssr. 
tO :42r. for married couples. It also laid down that no reduction of 
pension on accoui^f eaimings should be ma^Je in the case of men 
continuing to worlCafter 70, or of women after 65. It further pro- 
vided for an increase of 2J., in place of is., a week in the rate of 
pension for each year for which a ftian or woman continued to 
work after fjpaching pensionable age. The Labour Government 
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thus split the difFerence between the rates proposed in the White 
Paper and ultimate rates put forward in the Beveridge Report. 

Widows’ Pensions raised a number of special problems. Both 
the Beveridge Plan and the Coalition White Paper proposed to 
make them available for all classes of widows, and not only for the 
widows of employed men. It had, however, been questioned 
whether there could be any justification for paying a pension for 
life to a youngish widow who was left without dependent children 
and was physically capable of earning her own living. Under the 
old scheme such pensions were payable, to widows of insured 
men; and it was not proposed to disturb existing cases. But for the 
future, the Beveridge Report and the White Paper agreed, some 
differentiation ought to be made. All ivi^ows were to become 
entitled to a Widows’ Benefit for a limited number of weeks — ■ 
13 weeks were proposed— after the husband’s death; and there- 
after Guardian Benefit (later renamed ‘Widowed Mother’s Allow- 
ance’) was to be paid to widows with dependent children and, at 
a lower rate. Widows’ Pensions to other widows over 50 at the 
time of widowhood. Widows without children, who were under 
50, were to get a still lower pension (lor. — ^the previously existing 
rate) if they were already, before the new scheme started, married 
to men insured under the existing scheme. If not, they were to get 
no pension unless they were otherwise qualified. In due course, 
women who received Widows’ Pensions were to be transferred to 
Retirement Pensions when they reached 60 years of age. 

Here, again, the Labour Government’s Act made improve- 
ments on the White Papei' proposals. It raised the normal 
Widow’s Pension from 20s. to 26s., and the rate for a widow with 
one child from 2gs, to ggs. 6d. It also lowered from 50 to 40 the 
age at which widows could receive pensions if they were no longer 
in I’cceipt of Widowed Mother’s "Allowances,* and it noade better 
provision for young widows who were for any reason incapable 
of supporting themselves. In other respects, it followed the lines 
of the White Paper. 

Benejit Rates and the Price Level ^ 

At this point it becomes appropriate to raise a general issue 
which I have deliberately left over untfi now— that of the general 
money rates cf benefit under the various heads. Sir William 
Beveridge had to work out hiS plan fairly eai^ in the war, at a 
time when it Was entirely unknown what the post-war level of 
prices was likely to be. In those circumstances it was impossible 
for him to propose definite rates of benefit: the most he could do 
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was to take the cost of living broadly as it then was, or was officially 
reckoned to be, and tcf say what benefits he regarded as appro- 
priate at that level of prices, with the addendum that the rates would 
have finally to be adjusted to whatever did turn out to be the 
post-war cost of living. Sir William, therefore, based his figures on 
a price level 25 per cent, above the pre-war level, whereas, by the 
time the Coalition Government’s White Paper appeared in 1944, 
the rise was substantially more than one-third. Nevertheless, in 
most cases, the Coalition Government accepted Sir William’s 
actual figures without any adjustment to the higher price level, or 
any promise of future adjustment. 

T?hus, when the Coalition Government proposed that Sickness 
and Unemployment benefit should be at the rate of 40J. for a 
married couple, it omitted to adjust the rate proposed in 1942 to 
the higher cost of living which had already come to exist by i944j 
or to make any provision for such adjustment, and similarly right 
through the scheme. For example, the 40i'. rate proposed in the 
Beveridge Report for a married couple in case of sickness or 
unemployment would become 42^. &d. at a price level one-third 
higher, and 485. at a price level 50 per cent, higher, than that of 
1939. A child’s allowance of 8 j. would become, under correspond- 
ing conditions, rather over 8ri &d. The proposed full pension rate 
of 45 j. would become 48^. and 54?.; and so on. When the 
Coalition’s White Paper appeared it was still impossible to say 
at what level the post-war cost of living was likely to settle down; 
but unless there were to be,a sharp fall from existing levels it was 
evident that all the proposed I'ates of benefit would be seriously 
inadequate by the standards laid down in the Beveridge Report. 
This applied especially to the Coalition Government’s proposed 
rates for Retirement Pensions, as well as for Children’s Allow- 
ances. gsj. for a married couple,' and 20J. for a single person, were 
plainly not living rates at any level of prices that seemed at all 
likely to become established in the near future. 

The Babour Government followed the White Paper in laying 
down fixed benefits without any automatic provision for varying 
them as the cost of living changed; but it improved on the rates 
wfiich the preceding Government had proposed. Thus, it put the 
general rate of unemployment and sickness benefit at 26^., instead 
of 24J.; the allowance for the first child (the others being covered 
under the Family Allowances Act) at 7 j. 6d. instead of 55.; the 
widow’s pensionf^nd the general retirernent pension at 26^., 
instead of 20^.; and the married couple’s pension at 42^. instead of 
35J._ Whether these rates will tuna out to be adequate or not 
obviously depends on the level at which the cost of living settles 
566 ' 


v 


down. The Labour Government’s Act alsp provided for a quin- 
quennial review of the rates of benefit “with particular regard to 
any changes in the expenditure needed for the preservation of 
health and working capacity.” There was no such provision in 
the White Paper. 

Rents and Local Rates 

There was, moreover, the exceedingly difficult problem of rents. 
The rents which different households have to pay for equivalent 
accommodation vary extraordinarily and irrationally from case to 
case. This is partly on account of local differences, such as the high 
rent levels prevalent in the London area; but it is due also to the 
peculiar operation of the Acts providing for rent control, to the 
anomalies of the system of local rates, and to the differences in 
public housing policy from one place to another. Rent control has 
operated, broadly speaking, so as to keep down the rents and rates 
of those who have continued to live in the same houses; but 
changes in the Rents Acts from time to time have created a host 
of anomalies. Local rates on the other hand have usually been 
assessed on a basis which underrates the newer houses in com- 
parison with the older, or at any rate with those that are not 
subject to rent control; but in this case changes in assessment, 
which may be made at any time, may bring about a sudden rise in 
the rent-plus-rates charge of hundreds of thousands of house- 
holders who can ill afford to spend a larger proportion of their 
incomes on house-room. Again, there are large differences 
between local Councils in the methods of fixing rents for council 
houses; and in addition to these differences some Councils operate 
schemes of rent rebates dependent in some places on the size of 
the family and in others on the family income, no two schemes 
being altogether alike. Many authorities have no such schemes; 
and there are of course none in the case of houses provided by 
private enterprise/ 

The consequence of all this confusion is that rent (inclusive , of 
local rates) forms an immensely variable element in the cost of 
living of different households at approximately equal levels of 
total income. If, then, social security benefits are to be provided at 
fixed rates, so as to cover basic living costs, it seems clearly neces- 
sary to take accphnt ofovhat each t-ousehold ha^Jo spend on rent 
and to allow for this factor separately. This, Irowever, cannot 
easily be done; for the question at once arises what standard of 
housing accommodation is to oe allowed for. If rents roughly 
coincided with the quality of the accommodation provided, and 
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if further there were plenty of alternative houses into which house- 
holds could move as their incomes were curtailed, it would be 
possible to fix standard rent allowances. But in fact neither of 
these conditions is present: nor would it be desirable or practic- 
able to face households with the alternatives of either moving into 
smaller houses, or taking in lodgers, or going short of other 
necessaries of life, whenever their breadwinners fell sick or out 
of work. 

Sir William Beveridge, after giving prolonged consideration to / 
this intractable problem, arrived at the view that it ought to be 
solved in the realm not of the social security services but of housing 
policy — ^by rationalising rents so as to bring them into rough 
accordance with quality of accommodation, by providing enough 
houses to maJee movement easy, and, perhaps, by differential rent- 
ing in accordance with incomes or sizes of family. He therefore 
made no recommendation' for any rent allowances in connection 
with his proposed seales of benefits under the social security 
scheme. In the long run, he was very likely right; but he did not 
explain how the alternative remedies to which he looked could 
possibly be applied for a long time or, at any time, unless hous- 
ing became a public service not merely for a small minority i 

of the population, but for the great majority. The conclusion was I 

unavoidable that the social security scheme ought, at any rate for , : ; 

the time being, to make provision for rent allowances. This was ;; 
clearest of aU in the case of London. In 1938, of the applicants for 
Unemployment Assistanc<f in England and Wales, nearly 10 per ' 
cent, were paying less than 5^. a week in rent, whereas over 
7 per cent, were paying over 15^. In Scotland over 30 per cent, 
were paying less than 55., and under i per cent, over ly. In 
London, on the other hand, oyer 30 per cent, were paying more 
than 15 J., and nearly ii per cent, more than ,^^i .Tn face of such 
discrepancies, how could anyone estimate tire sum which ought to : 
be included in respect of rent in a total benefit designed to pre- r 

vent Want and to assure a National Minimum Standard of Social ! 

Security? Obviously no one could. Sir William cut the knot by 
airbitrarily allowing loj. for a family and 6^. 6d. for a single indi- i 

vidual as the rent allocation within the total benefit which he \ 

proposed, with merely a subsidiary recommendation that the ' 

possibilities of regional or occupational differentiation of both 
benefits and co^ibutions should be further ex^Emined. But this 
would not have Hone, It is a notorious fact that the poorest house- 
holds usually pay the largest proportions of total income away in 
rents, and often go short of food afid other necessaries for this very 
reason. It is impracticable to deal with this problem by means of 
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rent rebates or differential rents as long as- most houses are 
privately owned. It plainly needed to be dealt with, at any rate 
temporarily, by some system of rent allowances supplementary 
to social security benefits. 

It is, of course, the case that this rent problem applies not only 
to the sick, the disabled, and the unemployed, but also to the 
worse-paid of the workers who are actually in employment. It is 
a wider problem than can be dealt with adequately within the 
scope of social insurance and social assistance schemes designed 
for those who are not in work. But that was no reason for not 
dealing with the part of it that did fall within the range of these 
services — ^unless indeed it could be supposed that the State was 
ready tp. apply at once much more drastic remedies over the 
entire field. That the State was not ready so to act appears 
plainly from the fact that the entire problem still remains 
unsolved. 

Maternity Grants 

There are left for consideration the proposals for dealing with 
the needs of maternity and with death grants. The Coalition 
Government closely followed the Beveridge Plan in its propo.sals 
for small maternity grants (;^4) to all classes of women, and for 
Maternity Benefit of 36^. a week, restricted to women who 
normally earn their own livings, for a maximum of 13 weeks, 
provided they are away firom work. There was no provision, 
beyond the small grant and an allov^ance for paid attendance 
over four weeks, for the housewife who does not go out to work. 
She was to be excluded fi’om Maternity Benefit on the ground 
that her confinement would not, like that of the woman earner, 
cause a positive loss of household income. There might have been 
some force in this if the Maternity Grant and the Attendant’s 
Allowance had been made more adequate. As it stood, it 
definitely was not good enough. But it was left unaltered in the 
Labour Government’s Act. 

■ O' 

Funeral Benefits 

Finally there is the question of Death Grant, or Funeral Benefit. 
It was satisfactory; tha^ the Coalition Government, after initial 
misgivings, accepted flthe Beveridge proposal.^ include Death 
Grant (of for adults, with sm^ler amountslor juniors) in the 
State scheme, as the State cou^d obviously give the insured very 
much better terms than the insurance companies which had 
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hitherto done the work. The Labour Act adopted these provisions 
of the White Paper vjithout change. What was much less satis- 
factory was that both the Coalition Government and the Labour 
Government rejected Sir William Beveridge’s further proposal to 
put the entire business of voluntary industrial insurance under a 
non-profit-making Industrial Assurance Board, which would have 
made an end of the touting for business thi-ough agents which goes 
On under the Insurance Companies and Collecting Societies. The 
reason for the dropping of this proposal in the first instance was no 
doubt partly the dislike of public enterprise felt by many members 
of the wartime Government, but mainly the opposition put up by 
the Insurance Companies, which were naturally unwilling to lose 
a very remunerative type of business. The insurance agent has 
hitherto combined work for an Approved Society administering 
Sickness and other benefits under the State scheme with touting 
for funeral insurance, endowment insurance, and other forms of 
private business on behalf of his insurance company or collecting 
society. The discontinuance of the Approved Society system will 
make an end of this particular abuse of touting for profitable 
business under cover of a public scheme; but it would be very 
much better for the State to take over the whole industrial side of 
insurance, and thus to give the voluntarily as well as the com-, 
pulsorily insured contributor the benefit of unified and economical 
administration and of disinterested instead of interested advice 
fi'om the agents employed. It is surprising that the Labour 
Government did not see the advantage of returning in this matter 
to the original Beveridge flan. 

The Prospects Reviewed 

We have now run, somewhat cursorily, over the, whole of the 
major proposals made in the Beveridge Report and taken up, 
wholly or in part, in the Coalition Government’s White Paper of 
1944 and in the Labour Government’s Act of 1946. Now that the 
Labour Government’s Bill has become law, though there is still 
plenty of room for improvement, a great step: forward has been 
made, As recently as rgio there was no public provision at all, 
except the Poor Law, for either sickness or unemployment, and 
none for old age except the newly instituted Old Age Pension of 
5^.— and even that was subject to a test of means, The device of 
coiripulsory insu^nce, though it had beem applied in Germany, 
had not been introduced into Great Britain. The agitation in 
favour of fuller public provision f^r the needs of the sick, the dis- 
abled, and the unemployed had just received a powerful stimulus 

570 


from the famous Minority Report of the Poor Law Commission, 
published in igog, and drafted by Sidney "and Beatrice Webb; but 
there was no disposition in official quarters to accept either its 
positive proposals or its diagnosis of the people’s needs. 

Health Insurance and the Panel Doctor 

In the following year, igii, came the National Insurance Act, 
sponsored by David Lloyd George. With the cash benefit pro- 
visions of this Act I have dealt already; but in addition to 
inaugurating Sickness Benefit and Unemployment Benefit it 
made a beginning with the provision of a publicly organised 
medical service on a basis of compulsory insurance. The Act of 
ign set up the system of panel practice, whereby general prac- 
titioners, in return for capitation fees, over the amount of which 
there was keen dispute, undertook the medical care of the classes 
subject to compulsory insurance, but not of their dependants, 
who were left ejther to pay fees or to be covered by private con- 
tributory arrangements, or to go without medical attention even 
when they clearly needed it. 

The panel system enabled the doctors to combine private prac- 
tice with working under the state scheme. There existed, even in 
igii, a small body of doctors who keenly advocated a State 
Medical Service staffed by salaried practitioners and open to the 
entire population free of charge. But their views carried no 
weight; their voices were drowned by'^the clamour against taking 
away the freedom of the doctor to work for profit and the 
alleged freedom of the patient to choose his doctor — ^though in 
practice this latter freedom was often illusoi'y and there was no 
reason why there should not have dseen at least as much of it under 
a system of salaried practice. The panel system, as we have seen, 
provided the insured workers with a general practitioner service, 
but not with either consultant or specialist service or the facilities 
for institutional treatment. There had indeed been growing up 
gradually, since the Sanitary Act of 1866, a system of publicly 
provided isolation hospitals for the treatment of infectious dis- 
eases, and the poor law authorities had their own system of 
hospitals for the treatment of the sick poor. But there was, until 
1930, no general acceptance of the principle that hospital pro- 
vision for the vJhole range of diseases needingi^^titutionhl treat- 
ment should be.a function of the local author iims; and even after 
1930 this principle had been very imperfectly carried into effect, 
even if we count the voluntary hospitals a.s in effect co-ordinated 
with the public system- ’ 
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Changing Views on the Health Problem 

Since 1911, when the panel system was introduced, there have 
been very great changes both in medical and in lay views concei'n- 
ing the health needs of the people. Nobody would now defend the 
view that it is enough to provide the public — ^much iess only a 
section of it — ^with a general practitioner service, and with nothing 
more. Modern opinion stresses the importance of doing everything 
possible to prevent ill-health, as well as to treat disease; to secure 
expert diagnosis, which, in difficult cases, the general practitimier 
cannot be expected to provide; and to promote co-operation both 
between neighbouring doctors with complementary skills and 
between doctors and public in spreading knowledge of the con- 
ditions of good health and in pi-omoting improved sanitary habits. 
There has been developed an extensive school medical service of 
inspection and treatment of minor ailments, at least a beginning 
of provision of maternity and child welfare clinics, and a still 
rudimentary industrial health service, which has not spread as yet 
beyond the large factories, and differs greatly from factory to 
factory in both range and efficiency. For some time past the 
leading medical bodies have accepted in principle the need for a 
much more comprehensive health service for the main body of the 
people, including the supply of adequate specialist and institu- 
tional services ; and there has been a growing advocacy of ‘Health 
Centres’ — a term -which has been used to cover a wide variety of 
projects, ranging from a soft of community centre to which all 
kinds of people would look*not only for doctoring but for every 
service ministering to the preservation of good health, to a pro- 
fessional centre, from which a group of doctors would conduct a 
combined practice including simple surgical treatment as well as 
dispensing and general medical .advice. 

A National Health Service 

This is the background agaimt which the Coalition Govern- 
ment put forward in 1944 its proposals for implementing the 
medical assumptions of the Beveridge Report, The Report had 
pi'pposed that there should be a National Flealth Service, free of 
charge, open to the entire population, and paid for partly by con- 
tributions under the general social security scheme and partly by 
the Exchequer out of the proceeds of general taxation. This 
Sei-vice, Sir William- held, should- be desigsied teJ cover dental, 
ophthalmic, speclmist and hospital treatment and the supply of 
apparatus as well as the work ofthe ordinary practitioner; and it 
should be so organised as to ensure that no one should go short on 
grounds of poverty of whatever, was needed for the treatment of 
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every sort of ailment or disease. Such equality is, of course, in 
practice unattainable .as long as povertyi continues to exist; for 
malnutrition and bad environment are fertile causes of ill-health, 
and those who have to earn their livings from day to day and 
have few or no reserves cannot afford to take time off when they 
would benefit by it as easily as the well-to-do. But, short of 
equality, a great deal can obviously be done to raise the general 
standards; and the Beveridge Report assumed that everything 
that could be done within the limits set by differences of income 
ought to be done. 

The Beveridge proposals at once gave rise to two lively con- 
troversies, which are still raging to-day round the development of 
them in the Coalition Government’s White Paper on A Mational 
Health Service, as modified in the National Health Service Act of 
1946. In the first place, many doctors, especially among the 
private practitioners and among the more successful financially, 
have been strongly hostile to any plan which they think likely 
to lead to a development of salaried practice, especially if such 
practice is to be put in any respect imder the auspices of the 
local authorities. Secondly, and in close connection with the 
first point, the same groups of doctors would have liked to restrict 
the National Health Service to the poorer classes, in order to 
maintain private, fee-taking practice in the case of the better-off. 

This desire to limit the range of the National Health Service 
was plainly inconsistent with the very foundation on which both 
the Beveridge Plan and the general ^social security plan based 
upon it necessarily rest. These plans alike proposed to bring in all 
classes of the population as contributors; and it is impracticable 
to do this without extending to all of them the use of the services 
which are to be made available under the contributory scheme. 
It is, no doubt, quite possible to* allow those who prefer to pay 
their doctors for services which they will be entitled to receive free 
of charge to do so; and this the Labour Government’s Act, as well 
as the Coalition’s White Paper, Jfeaves them free to do. It cannot 
however be easy to reconcile this freedom with the securing of real 
equality of service for those who pay twice over and those who 
pay only oince. It has often been said that most panel doictors wlio 
also take private paying patients do not in practice give the same 
service to both groups, and it is undeniable tliat this is the case. 
It would be quite out of the question for all dfactors to give all 
their patients the samS amount bf time anjlatt^^dn as have been 
given in the past to a small minority of welLfordb patients who 
have been prepared to pay fees for regular visits to their homes, 
even when there has been nothing much wrong with them. Nor, 
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of course^ can it be practicable for all patients to receive the same 
quality of service as hastbeen received by a few who have been able 
to afford high fees in exclusive nursing homes. This, however, is 
a separate question from that of the general practitioner service, 
which has been the principal battle-ground between the rival 
schools of thought. 

Health Centres 

Mixed up with this question of paying patients is that of the 
organisation of the new public service. There is wide support in 
medical circles as well as elsewhere for the idea of ‘Health 
Centres’; but, as we have seen, many different interpretations are 
put upon the name. One aspect of it is that there should be a 
building in which a number of doctors should have their separate 
consulting rooms, and that this building should include Com- 
munal waiting rooms, amciliary nursing and other services, an 
operating theatre for minor operations, a dispensary, laboratories, 
and perhaps also the equipment required for maternity and child 
welfare services. But the question at once arises, if such buildings 
are to exist, whether the doctors who use them are to continue 
individual practice in them, each with his own group of patients 
paying him individually or through the State, or whether the 
doctors are to practise as a team, and if so, whether as partners in 
an enlarged private practice, pooling fees, or as salaried servants 
of the public. Even in this aspect alone a Health Centre can be 
anything from a block of opices and consulting rooms for a group 
of private partners to a public institution run on a non-profit- 
making basis as an integral part of the National Health Service. 
Moreover, there is the further question whether, if service in the 
Health Centres is put on a salaried basis, the doctors who engage 
in it are to be allowed to accept private fee-paying patients out- 
side the Centres. 

The Doctors and the Public 

These questions get inextricably mixed up with that of the 
relations between the medical profession and tlie public authori- 
ties responsible for health services in general. A section among the 
doctors takes a strong line against ‘lay’ control, and has demanded 
that the profession be organised into some sort of medical corpora- 
tion and be given complete immunity from anyt control by the 
elected representatives of the public. It is Acognised that such a 
corporation would have to accept some responsibility directly to 
the State; but objection has be^n tsilcen to giving the local 
authorities any say. These authorities, however, are already 
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responsible for general health copiditions in their areas, own and 
administer a large number of hospitals, have considerable bodies 
of doctors in their salaried employment, and arc much too deeply 
involved to be left out of the new scheme, of which a unified 
hospital service forms an essential part. For many purposes it is 
clearly necessary to group local authorities on a regional basis in 
order to secure proper service, for which most local authority 
areas are much too small. Such regional grouping is contemplated 
in all the rival scheihes that have been proposed; but the creation 
of joint authorities clearly cannot do away with the final respon- 
sibility of the elected local councillors in the various areas they 
represent. 

If must not be thought that there has been united medical 
opposition either to salaried service or to some measure of ‘lay’ 
control. The existing system, under which medical practices are 
bought and sold, often for considerable sums, favours the doctor 
who has capital as against the. doctor who has his own way to 
make; and many young doctors would gladly see it superseded by 
a system under which they could hope to earn a reasonable 
income by way of salary instead of having to burden themselves 
with debt in buying a practice. Doctors already in salaried 
positions as Medical Officers of Health or in the School Medical 
Service, or in municipal hospitals: or other public branches of the 
profession, do not in fact usually find the conditions so irksome as 
to be opposed to an extension of the. sptem. There is, however, 
among the general body of local practitioners, as among other 
sections of the middle classes, an' instinfetive dislike of anything 
labelled ‘bureaucracy’ which it is. easy for the upholders of the 
system of private practice to exploit. 

Nevertheless^ the questionnaire issued in 1944 by the British 
Medical Association to all its members, including those absent on 
war service, showed a large measure of support for a compre- 
hensive health service open to all. .Sixty per cent, of those who 
answered were in favour of a service covering the entire popula- 
tion without exception aird not only the poorer strata, and only 
37 per cent, were against. Sixtyrnine per cent., against 28 per 
cent., wanted a complete free hospital and consultant services; 
68 per cent., against 24 per cent., favoured the setting: up of 
Health Centres: 62 per cent,, against 29 per cent., preferred 
salaries to capitation foes; and 52 per cent., aga-jnst 33 per cent., 
wished the sale of medical practices to be abolisl^d. Thc votes of 
the doctors serving with the Forces, which were separately 
counted, showed in every case substantially bigger majorities— 
73 per cent, for an all-in service, 79 per cent, for a conaplete free 
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hospital and consultant service, 83 per cent, for Health Centres, 
74 per cent, for salaries, and 61 per cent, for abolition of the sale 
of practices. As against this, 51 per cent, of all doctors voted 
against a central administration based on the Ministry of Health 
advised by a Central Health Services Council; but here again, of 
the service doctors, 45 per cent, voted for, and only 4.1 per cent, 
against. The fear of bureaucracy and the desire for purely pro- 
fessional control were behind this vote. 

The Problem of Administration 

Indeed, in the discussions between the Coalition Government 
and the doctors which followed the issue of the White Paper in 
1944, it soon becanfie clear that administration was the crux of 
the difficulty. The Coalition Government proposed that the 
general practitioner service should be in the main centrally 
organised under a Gentral Medical Board, which would have the 
duty of supemsion and of endorsing applications to acquire exist- 
ing practices under the scheme or to set up new ones and that of 
admitting doctors to Plealth Centres. The G.M.B. was designed 
to consist mainly of doctors, but to include ‘lay’ members. It was 
to be appointed by the Minister of Health, was to consist partly of 
full-time and partly of part-time members, and was to have under 
it local committees on which the local authorities as well as. the 
doctors in each area would be represented. Doctors working in 
Health Centres were to be under a three-party contract between , 
the G.M.B. , the local health authority, and the doctor, whereas 
other doctors in practice under the scheme were to be under con- 
tracts entei'ed into directly with the G.M.B. on behalf of the 
Minister. Doctors in Health Centres were to receive salaries, but 
other doctors were to be paiddbr their public patients by capita- 
tion fees, and were to be left free to take private paying patients 
subject to a limitation on the total number of patients, public and 
private. Doctors in Health Centres were also to be allowed, at any 
rate for an interim period, to take private patients. The White 
Paper left over for further discussion the question of abolishing 
the sale of practices, but proposed that young doctors should as 
a rule serve for a period as assistants before being entitled to 
practice on their own. 

Hospital and Co^ultant Services , “ ' 

On the question of hospitals, the Coalition Government, in 
view of the inadequacy of most Ipcal authority areas for the con- 
duct of an efficient hospital service, proposed the establishment of 
joint hospital authorities, which were to take over the control 
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of the existing public hospitals and to worh out plans for the 
development of adequate hospital services throughout their areas. 
The Coalition White Paper contenaplated that the voluntary hos- 
pitals would be brought into the area schemes, and would receive 
financial help from public funds, but would not be taken over by 
the State or the area authorities. On the other hand, both hos- 
pitals for infectious diseases and mental hospitals should, it was 
held, be taken over by the new joint authorities. 

It was proposed in the White Paper that the new consultant 
service which it was intended to make available for the entire 
population should be organised mainly round the hospitals. The 
provision of such a service is of course bound to require a very 
great increase in the total number of consultants, and in many 
areas the setting up of a wholly new organisation, as consultants 
are mainly concentrated at present in a few big centres of popula- 
tion, especially in the neighbourhood of the great teaching hos- 
pitals. Much of the work done in this field has hitherto been 
unpaid; but the White Paper recognised that for the future it 
would bave to be put on a regular salaried basis. A satisfactory 
consultant service for all will inevitably take a considerable time 
to organise; for at present the doctors capable of staffing such a 
service simply do not exist in sufficient numbers. 

The Health Act of ig^S 

The Labour Government’s National Health Service Act of 1946 
was a considerable improvement on l^e proposals made in the 
Coalition White Paper. The scheme set out in the Act rested on a 
division of final responsibility between the Minister of Health and 
the local authorities. The Minister (or in Scotland the Secretary 
of State) assumed final responsibility for the entire service. This 
responsibility was direct in the ease of hospital and specialist 
services, indirect in the case of services to be organised under 
local government auspices — including Health Centres, clinics, 
and, certain dornicihary services — and a mixture of direct and 
indirect in the case of the general practitioner service, found 
which the largest controversy still raged. Nationally, the Minister 
w;as to be advised by a Central Health Services Council including 
“persons chosen fi'om aU the main fields of experience within the 
service’’; and this Council was to have standing comrnittees of 
experts imall thamain fields. For the general practitioner services, , 
a local Executive Oolmeil, consisting half oftiQominees of the 
Minister and of the local authorities, and half of nominees of 
the local doctors, was to be set vp for the area of each major local 
authority; and these ;Councils^ were to work under regulations 
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made by the Minister. The provision of Health Centres, clinics, 
and domiciliary services was to be a function of the major local 
authorities^ — County and County Borough Councils — exclusively, 
under arrangements needing the Minister’s approval. The volun- 
tary hospitals, except teaching hospitals attached to university 
medical schools, were to be taken over, together with the hospitals 
belonging to local authorities; and the administration of the 
unified hospital and specialist services was to be ‘ entrusted to 
Regional Hospital Boards established under the Act, including 
both professional and lay members, and acting on the Minister’s 
behalf. These Boards were to appoint local Hospital Management 
Committees, either for single hospitals or for groups, each “form- 
ing a reasonably self-contained hospital unit.” The teaching hos- 
pitals, under separate Boards of Governors, were to remain 
independent, but were to be co-ordinated with the other hospitals 
in each region, so as to form part of a unified service. The endow- 
ments of voluntary hospitals, other than teaching hospitals, were 
to be transferred to a Hospital Endowment Fund, to be used, 
after meeting existing liabilities, by the new Regional Hospital 
Boards; and the general financial responsibility for the mainten- 
ance of hospital and specialist services throughout the country 
was to be taken over by the State. Special provision was to be 
made for research, to be carried on both directly under the 
auspices of the Minister and by teaching and other hospitals 
with aid from public funds. 

In the part of the Act, dealing with the general practitioner 
services, stress was put on the provision of Health Centres by the 
local authorities. These Health Centres, it was laid down, should 
afford facilities both for general medical and dental services and 
also “for many of the special clinic services of the local health 
authorities,” and for “various activities in health education.” 
The building, equipment and staffing of these Health Centres 
was to be a statutory duty of the county and county borough 
councils; but the councils were to have no direct control over the 
doctors using the Centres for general practitioner work. Doctors 
entering the State scheme, whether in Health Centres or not, 
t^ere to work under contract with the Executive Councils for the 
areas in which they were to practise; and such doctors were to be 
allowed to take private, fee-paying patients. Remuneration within 
the State service was to be by a mixture of salary and capitation 
fee, the latter oi>«a scale diminishing with file number of patients 
on the doctor’s list. Patients were to have free choice of doctor, 
from the lists compiled by the Executive Councils; and every 
practising G.P. was to have the right to have his name put on the 
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list for the area in which he was actually settled. Sale of practices 
was to be abolished, with compensation (fcsr which the large sum 
of ^66 millions was set aside) ; and for the future succession to an 
existing practice, or the right to start a new one, was to be subject 
to the consent of a mainly professional Medical Practices Gom- 
mittee, set up under the Act. This body, however, was not to be 
entitled to refuse permission, except on the ground that there 
were enough doctors already in the area working under the state 
system; and special inducements were to be offered to doctors to 
set up practices in the “less attractive areas.” Similar arrange- 
ments were formulated for the enrolment of pharmacists, through 
whom drugs and appliances were to be supplied free to all users 
of the state service. s.. 

On the dental side, owing to the severe shortage of qualified 
dental practitioners, the arrangements had to be much more 
tentative, and it had to be recognised that it would take a con- 
siderable time to provide a complete service. In the meantime, 
priority was to be given, through the local authorities’ maternity, 
child welfare, and school medical services, to expectant mothers 
and to young people. In the longer run, dental provision was to 
be made either in the Health Centres or in special Dental 
Centres. Eye services, on the other hand, were to be attached to 
the hospital and specialist system, but, pending adequate develop- 
ment, interim local arrangements were to be made. 

The Doctor's hicome 

The Act did not settle what the rates of pay were to be, either 
for doctors or dentists or for other specialists, or what proportion 
of total earnings was to consist of salary and what of capitation 
fees. In respect of general practitioners, however, the question of 
the level of remuneration was rernitted to a special committee, 
under the chairmanship of Sir Will Spens. This body recom- 
mended that “a scheme should be devised which will ensure that 
between 40 and 50 years of age approximately 50 per cent, of 
general practitioners receive net incomes of ;£i,300 or over, arid 
which will also secui'e, so far as practicable, that between 40 aijd 
50 years of age approximately three-quarters receive net incomes 
over I jOoo, that approximately one-quarter receive net in- 
conres over ,^1,600, that slightly less than 10 per cent, receive 
net incomes over ^2*00, and that, in a small proportion of 
cases, it is possible to 'Obtain net incorhes of a& least ,^2,500.” 
The committee made no definite recommendations about the 
incomes of younger practising Moctors, on the assumption that 
the rdtes paid would be adjusted to what was proposed for those 



over 40 years of age. It did, however, propose that “on com- 
pletion of resident hospital appointments a recently qualified 
practitioner should secure an initial net income of not less than 
5^500 per annum as an assistant to a doctor in general practice.” 

The Shortage of Personnel 

No one can argue that these terms are ungenerous. They com- 
pare very favourably indeed with earnings in other professions, 
and are evidently designed to encourage both increasing numbers 
and higher quality in entrants to the medical profession. The 
existing serious shortage of personnel applies not only to con- 
sultants but over a much wider field. There are not enough 
general practitioner? to supply an efficient service for the whole 
population; nor are there enough medical workers in specialised 
fields to staff the school medical services, the child welfare clinics, 
the factory medical services, and all the other expanding branches 
of salaried medical work. There are far too few dentists: the 
shortage of nurses has been serious for some time past and is 
leading at last to real attempts to improve conditions in a prO'.' 
fession which little has been done to render attractive. The 
educational requirements of the new conception of a , National 
Health Service giving as good treatment to the poor as to the rich 
have still to be faced and cannot be easily met; for the problem 
in all branches is that of increasing the supply without lowering 
the quality. Indeed, the quality needs to be substantially 
improved, if the promisesrheld out in the Labour Government’s 
proposals are to be translated into fact, and above all if the 
emphasis is to be successfully shifted from the mere treatment of 
disease to the preservation of good health. Tlicre will have to be 
a considerable expansion of medical teaching in the Universities, 
and a reform in medical curricula so as to bring them more into 
line with modern ideas, especially in the field of social medicine. 
Side by side with this, there will have to be a great expansion in 
the employment, and improvement in the training, of medical 
social workers, nurses, and all the other auxiliary sections of the 
giedica! and health services. 

The Wider Aspects of the Health Problem 

/Health, moreover, involves much wider issues than can be 
dealt with merely by medical refoims. Tt is ffiound up with 
nutrition, with 'the general conditions oTlife in cities and fac- 
tories, offices and mines, with housing and town planning, with 
the provision of playing-fields, perks, and open spaces, 'with the 
physical side of youth training, and to an equal extent with 
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health education in schools and in the new County Colleges. 
One_ outstanding question is how far, und®r the new conditions, 
medical and other social services are to remain in separate com- 
partments. We have seen that, whereas some people envisage 
Health Centres merely as buildings from which a number of 
doctors will operate a combined practice, or perhaps even 
separate practices merely using certain auxiliary services in 
common, others, such as the pioneers connected with the 
Peckham Health Centre, envisage a development of an essentially 
different order. This latter school regards the Health Centre, not 
merely as an institution for combined medical practice, but as 
a centre of community life, grouping a wide range of social 
services important for health, and so designed as to serve the 
purposes of a Community Centre for a whole local community. 
The Labour Government’s Act gives strong encouragement to 
the development of Health Centres, but leaves it largely to the 
local authorities or to future regulations to determine what form 
the Centres are to take. There is clearly little prospect that the 
Peckham type of Centre will be developed in the near future on 
any considerable scale, if only because of the difficulty of erecting 
the buildings that would be required. It is, however, clearly 
intended that in course of time Health Centres shall provide an 
opportunity for grouping together with the general practitioner 
service other services, such as home nursing, midwifery, health 
visiting, and child welfare. It will obviously be difficult for 
some time to come to get Health Ge©tres of this kind built in 
any large number, even if there were not other obstacles in the 
way. It is, however, of the greatest importance that experiments 
on a considerable scale shall be made as soon as possible with this 
type of Health Centre as well as with the mere grouping of 
medical practices in larger units Housed in a common building. 

I do not propose in this chapter to discuss further the implica- 
tions of the new conception of what the State owes to the whole 
community in the field of health service. Some of the other 
aspects of this conception have come up already in earlier 
chapters. What is evident in the part of the field here consider ed 
is that the real, as distinct from the paper, rate of progress depends 
on the energy with which those responsible tackle the hutnan side 
of the problem— -that of training on a sufficient scale and in the 
right ways the men and women who will have to do the work, if 
it is to get done at all.- We shall have to tra^^rm doctoring, 
which We have allowed to develop as a form of profit-making 
private enterprise, with an adteixture of charity, into a com- 
pletely public service, Tam convinced that this cannot be done 
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without putting the medical profession on a salaried basis at least 
as much as, say. University and school teaching, in their main 
branches, are on a salaried basis. Yet I sympathise with the desire 
of doctors and dentists and other professionals not to become 
mere Civil Servants or employees of the local authorities, but to 
establish a measure of professional self-government. It is plainly 
out of the question to hand the public over, in a matter in which 
every member of it is vitally concerned, to the control of a pro- 
fessional Corporation, such as some of the doctors would have 
Uked to see set up with almost complete immunity from public 
control. The B.M.A. questionnau-e of 1944, to which I have 
referred, made it plain that, despite the attitude of the B.M.A. 
leaders, this solution does not command effective support even 
among the general body of doctors; for only about a quarter of 
those who replied were favourable to the idea. The solution 
worked out in the Labour Government’s Act, with an element of 
‘lay’ representation and the final responsibility placed in the 
hands of the Ministry of Health, seems to be a reasonable way of 
tackling the difEculty — ^provided that due representation is given 
to other professional interests besides the doctors’— for example, 
to the nursing profession and to the professional social workers 
attached to the medical services. So much tons, however, on the 
detailed worldng out and in particular on the powers and func- 
tions of the proposed local and regional bodies established under 
the Act, that it is not at all surprising to find the doctors, despite 
the large concessions made to their hostility to ‘lay’ control, still 
maintaining an attitude of intransigeant opposition to the Act of 
1946, even after it had passed into law. In December, 1946, the 
Bridsh Medical Association, on a ballot vote of the profession, was 
able to get a majority in favour' of a refusal to negotiate with the 
Minister of Health on the terrali of the Act as approved by Parlia- 
ment, and thus committed itself to defying the Minister and 
threatening to advise its members to refuse service under the Act. 
In taking up this attitude the doctors, to the extent to which the 
B.M;A. could be regarded as representing them, were being 
definitely unreasonable, and could hardly expect to sustain their 
portion. Their valid case had been mainly met by the concessions 
already made; and there was plainly a large element of political 
prejudice in their defiance. Indeed, only a month passed before 
the B.M.A. chahged its mind, to the extent of a^eeing to reopen 
negotiations, wfene still insisting that the *terms of the Act were 
unacceptable. All the same, public opinion received the doctors’ 
ultimatum with remarkable calm. The public Wants neither a 
‘bureaucratised’ nor a ‘corporative’ medical service: it is prepared 
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to allow the professionals a wide measure of self-government, 
provided it can be assured that policy will be settled by the 
voice of the community and not by the profession in its own 
interest. This is, of course, entirely inconsistent with the expressed 
desire of some doctors to “keep medicine out of politics.” It is 
impossible to have a National Health Service without bringing 
medicine right into politics; but it should not be impracticable to 
limit the ‘politics’ to real questions of policy, and to concede to 
the professionals a large measure of autonomy in actual 
administi'ation. 


CHAPTER VII 


WAGES AND EFFICIENCY 
The Problem of the Living Wage 

il SAID AT THE BEGINNING of the preceding chapter that 
Want could not be done away with merely by ensuring minimum 
incomes to the sick, the disabled, the aged, and the unemployed, 
because Want exists also among the employed who are not able 
to command a tolerable living wage. The institution of children’s 
allowances will, of course, go some way towards solving this 
problem, because Wane among employed workers exists most of 
all in large households where there are a number of young 
children. But there remain plenty of cases in which the root of the 
trouble is the lowness of the wages earned. A policy of Full 
Employment will tend to reduce the number of these cases both 
by striking at intermittent or casual employment and making it 
easier to earn a steady wage for a full week’s work/ and also by 
improving the bargaining power of the workers, which is under- 
mined by unemployment or casual employment. It is, however, 
necessary in addition to tackle the question of wages directly. 
This has been done hitherto only in a small minority of trades — ■ 
chiefly those employing a high proportion of female labour. The 
fixing of minimum wages by statute began with the Trade Boards 
Act of 1909, which applied in the first instance only to a few 
women’s trades in which ‘sweating’ had been shown to be par- 
ticularly prevalent. The Trade" Boards Act of 1918 gave the State 
jZnuch wider powers, authorising the establishment of a Trade 
Board in any trade in which either wages were abnormally low or 
there was an absence of effective means of settling wages by col- 
lective bargaining; but after a burst of activity in 1919 and 1920, 
yjfhich led to the setting up of a considerable number of Boards, 
the Government, in the slump of igzi and the following years, 
abruptly shut down this process, and only a very few additional 
Trade Boards were established after igai. The agricultural 
workers got a separate Wages Board, with powex* to fix minimum 
rates, under th^Corn Prodtictipn Act passed during the first 
World War. This Act was swept away in 1921, ' but the Labour 
Government of 1924 restored the Wages Board in a modified 
form. Other special Acts in the iggo^s set up Boards for cotton 
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weavers and for road haulage workers; but nothing was done 
between the wars for most of the worst-p'aid workers who were 
outside the scope of the existing Trade Boards. These were in the 
main either workers in scattered or unorganised occupations to 
which the Trade Boards Acts had not been, and in many cases 
could not easily have been, applied, or groups of workers 
employed by small firms or firms not parties to collective agree- 
ments in trades and industries in which the main body of workers 
had more satisfactory conditions of employment. 

The Wage Councils Act 

The Coalition Government’s Wages Councils Act, passed in 
1945, was designed to deal with some of these problems. Under 
its provisions, the Government took power to set up a Wages 
Council in any occupation in which ho adequate voluntary wage- 
fixing machinery is in operation and in which a reasonable 
standard of remuneration is not being maintained. The Wages 
Councils have power to fix minimum standards of remuneration, 
which are to be enforceable at law; and they have somewhat 
wider functions than the existing Trade Boards, which they have 
replaced. They consist, like the Trade Boards, mainly of repre- 
sentatives of employers and workers in the trades or occupations 
concerned, with an impartial chairman and a small number of 
appointed members not connected with these trades or occupa- 
tions. In addition, for a period of five years from the lapsing of the 
wartime machinery of wage regulation, all employers in indus- 
tries and occupations not covered by statutory wage-regulation 
are bound to observe conditions of employment not less favour- 
able than those laid down in any collective agreement covering a 
substantial proportion of the workers in the occupation con- 
cerned. It has thus become illegal for unfederated firnds to pay* 
lower wages than federated firms in an industry or occupation 
normally pay to their employees for similar work. This provision 
came into force during the war under the Conditions of Employ- 
ment Order of 1940; but it has now been extended by statute intb 
the post-war period. V ; „ 

It will be seen that this Act, though full use of it will go a con- 
sidei’able way, seems to be so drafted as still to leave it difficult to 
deal with underpayment in scattered and miscellaneous occupa- 
tions for which a sepa^te Wages Council cannqt easily be set up. 
The idea of an overriding minimum wage for «h:\yOrkers, or of 
separate overriding mihima for men, women, ahd juvenile 
workers, is still rejected; and lo is the proposal, which I have 
been advocating for more than a quarter of a century, to set un 
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a Wages Commission with power to lay down minimum rates for 
any underpaid groufJ of workers in whose case no separate 
statutory machinery exists. Yet I do not see how, without one or 
other of these provisions, Want due to underpayment is to be pre- 
vented in a number of instances, which, though small in relation 
to the total numbers employed, is enough to cause no little 
unmerited suffering. ^ The plain truth is that nobody is much 
interested in these scattered workers, who seldom join Trade 
Unions or make themselves articulate in any way. Yet they too 
are men and women, and can experience Want. 


The Problem of RediUrihuling Man-power 

There are, however, a number of much larger aspects of the 
wages problem that have now to be faced. Even apart from the 
‘sweated’ trades, for which it has been regarded as appropriate to 
fix minimum wages by law, there have been a large number of 
quite important industries in which wages and earnings have been 
low in relation to those paid in the more progressive industries. 
In a considerable number of instances, these are consumers’ or 
export industries which rmderwent severe contraction of labour 
during the war. The men previously employed in them were 
heavily drawn upon for the armed forces; the women, and some 
of the older men, were transferred to work on munitions. This 
war work was much bettgr paid than the work on which these 
men and women had been previously engaged; and in most cases 
the conditions, the factory buildings, and the amenities in the 
form of canteens, welfare work, and the lilce, were also greatly 
superior. When work ceased in the war establishments, there was 
naturally a widespread reluctance to return to the old conditions 
of low pay and lack of amenities in squalid or obsolete factories; 
and even the better establishments in the reopening peacetime 
industries did not find it easy in all cases to persuade their former 
employees to return, or to recrmt additional labom- from among 
those whose first experiences of factory work had been received 
under war conditions. It soon became evident that, if the required 
redistribution of labour was to be brought about without a great 
deal of friction, it would be necessary to make large improvements 
in both pay and conditions in the industries which had previously 
relied on the afe^lndance of workers to git their labour on the 
cheap, and not to have to bother themselves overmuch about the 

t For a fuller discussion of this problem, see my pamphlet, Living Wages, 
published by the Fabian Society. 
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conditions of work. In face of the obstacles in the way of new 
building, not much could be done immedijitely towards improv- 
ing the amenities of the non- war factories, though some firms were 
able to move over to buildings vacated by war producers, especi- 
ally on the Industrial Trading Estates. Most firms had to go back, 
at any rate for the time being, to their old buildings, as soon as 
they were set free; and these firms especially found difficulty in 
recruiting labour, and were soon faced with demands for con- 
siderably higher wage-rates, more in line with the earnings which 
it had been possible to make on munitions of war. 

In particular, the industries which had been in economic diffi- 
culties between the wars, and had lost labour — ^though not enough 
to cure their problems of unemployment — f®und that the inter- 
vention of six years of war, during which there had been practic- 
ally no recruitment into them of juvenile workers, had made an 
enormous difference, so that instead of having a surplus, they were 
confronted with a very serious prospective shortage of skilled 
workers. The cotton industry, for example, had been accustomed 
to paying low wages; and its low rates had meant abnormally low 
earnings because of the long depression between the wars and the 
large amount of part-time working that had been done. Right up 
to 1939, despite these low wages, the industry had continued to 
have more labour than it could effectively use; for there had been 
no other occupation which most of the young people growing up 
in the factory towns could enter without leaving home. But during 
the war many munition works were stauted in Lancashire in order 
to make full use of the labour that could be released from the 
cotton industry; and experience of these factories made many 
people reluctant to return, or to send their children, to the textile 
mills. This attitude was reinforced by the bad repute into which 
employment in the cotton industry had fallen because of the high 
rate of unemployment that had prevailed in it year after year. 
In these circumstances, it was evident that the industry would 
not get or hold the labour it needed without a substantial 
improvement in wages, even though its output were to fall a long 
way short of what it had been in the bad times before 1939. 

Distributing Man-power under Full Employment 

In effect, the sttuatiqm which existed in 1 945 -6^ while demobili- 
sation was proceeding and a readjustment of a^Vity was being 
made between industries that had been expanded and contracted 
during the war, was a foreshadc^ng of the conditions that might 
be expected to become permanent if a policy of full employment 
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were successfully maintained. In the situation which existed 
between the wars, the total shortage of jobs made it possible for 
some industries, especially, those which were contracting or at all 
events not expanding, to secure adequate supplies of labour even 
if they paid low wages and worked under uncomfortable or irk- 
some conditions. Even then, such industries as were expanding 
rapidly did for the most part raise wages, either because they had 
to in order to attract more workers, or because the Trade Unions 
were powerful enough to make them do so, or because they 
regarded higher wages as a good investment in labour efficiency. 
But the raising of wages in these industries had little effect on 
wages in other industries, as long as there was a pool of surplus 
labour to be drawn.upon; and the effect was the less because the 
stagnant or declining industries were to a considerable extent 
carried on in different areas from those which were expanding. 
Moreover, wages in the industries most dependent on exports 
were kept down by the restricted scope for foreign trade, due 
partly to depression and partly to autarchic tendencies in other 
countries. 

If, however, there is no total surplus of workers, or if there is 
even a total shortage, it becomes impossible for industries which 
offer bad conditions of employment to secure adequate supplies of 
labour, except where they are able to take advantage of local 
surpluses that cannot easily move from one district to another. 
Such a situation might arise, for example, where an area given 
over mainly to the heavy industries afforded few openings for 
women, as was the case in South Wales and indeed in most of the 
coalfield areas before the war. Successful planning of the location 
of industry, based on the provision of balanced employment for 
labour of different types, wOuld evidently do away with such 
special surpluses, and would* create a situation in which any 
improvement in wages and conditions in one section of industry 
would tend to spread to the rest. Not only the workers in the 
expanding industries, but nearly all workers, would be placed in 
a favourable position for bargaining, and indeed would be able, 
even without bargaining, to get low wages increased by the 
.simple method Of not taking jobs except on favourable terms. 
There would still doubtless remain, even in such a situation, 
pockets of underpaid labour; and the need for a genera] minimum 
wage law to deal with the cases of those to^ weak or unintelligent 
to help themse*^es would still exist. But the problem of sweated 
labour would be nearly solved; and the whole condition of 
wageffiargaining would be different . 
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Full Employment and Bargaining Power 

If the shortage of labour merely existed, land were not the out- 
come of .a deliberate policy of maintaining full employment, 
wage increases would no doubt in due course bring about a new 
equilibrium, based on a more intensive use of machinery in order 
to economise in the use of labour. If, however, the Government 
were committed to maintaining full employment, to the extent of 
total labour shortage, however high wages might rise and how- 
ever much conditions of work might be improved, there would 
be theoretically no limit to the power of well-organised Trade 
Unions to force up the wage-level, to insist on diminution of the 
hours of labour, or to impose other conditions on the employers. 
I say ‘theoretically,’ because in practice a good many other factors 
besides that of sheer bargaining power would soon come into 
play. It is, however, the case that, if the State is fully committed 
to a policy of full employment, the bargaining power of labour is 
bound to be greatly increased, and that not merely for the 
workers who are most advantageously placed for improving their 
terms of employment, but for the entire working class. To the 
extent to which there is a surplus of capitalist profit that can be 
eaten into, the Trade Unions will be well placed under such 
circumstances for eating into it. But obviously, although there is 
no limit to the possible increale of money wages under such con- 
ditions, there is a limit beyond which real wages cannot rise unless 
productivity is also increased. Even before all the surplus profits 
have been eaten up, there will arise, if productivity does not alter, 
a shortage of goods, and wage increases will have to be balanced 
by price increases. If prices are controlled, and are not allowed to 
rise, profits will vanish, and the consumers will find themselves 
with unspendable money in their pockets — or rather, with money 
which they will have to choose between saving and frittering away 
on the uncontrolled margin of goods and services, of which the 
prices will rise steeply, creating a corresponding margin of wind- 
fall profits in certain sections of the economy. 

The Trade Union leaders are, of course, perfectly well aware 
both of the increased bargaining power which a prograrhme of 
full employment will confer upon the workers, and of its limits. 
As long, however, as wage-bargaining continues to be conducted 
on sectional lines, this latter awareness will not necessarily restrain 
them from seeking to pnsh wages up, or to bring hours of labour 
down, to a point at winch the main effectS^are b6?^nd to be felt in 
increased prices. Both during and since the war they hav6 shown 
much restraint in this respectj h*rt it does not follow that they will 
be able to maintain this restraint when the shortage of goods 
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becomes less obvious than it has been hitherto. The real problem 
of wage-bargaining under conditions of full employment will arise 
only when the immediate post-war dislocations and shortages 
appear to have come to an end. 

The Meed to Plan Wages 

When this situation does arrive, there seems to be no escape 
from the necessity of planning wages, as well as production, 
instead of leaving them still to be settled by methods which were 
appropriate enough in an unplanned economy, but are bound to 
become unworkable when the community is woi’king in accord- 
ance with a general plan of full employment. It will have to be 
part of the plan to cfetermine, as parts of the same decision, what 
the level of prices is to be and how much can be paid out in wages, 
as well as in interest and profits, in order to clear the market of 
consumers’ goods without leaving a surplus of unspcndable pur- 
chasing power over and above what the recipients of income are 
prepared to save for investment in capital goods. To some extent, 
no doubtjl taxation of incomes can be used as an instrument for 
bringing about the required balance; but it can hardly be the sole 
instrument. Where every important body of workers is in a 
powerful bargaining position, there will have to be a national 
wages policy which will assure the t^orkers that they are getting as 
much as the national economy can afford, if they are to be 
deterred from trying to get more than it can afford in the belief 
that they are getting less. , 

Wages and Exports 

The dependence of Great Britain on imports of food and raw 
materials, which have to be paid for with exports, introduces a 
complication. In the absence of higher productivity, higher wages 
or shorter working houi’s are bound to react on the money cost of 
exports. If the foreign exchanges were free to fluctuate, the 
balance could be, and would be in due course, set right by 
changes in the external value of the currency, which would pre- 
vent the price of exports from rising unduly in terms Of foreign 
money. If, however, the rates of exchange are practically fixed, as 
they are meant to be under the Bretton Woods Plan, any increase 
in the money cost of exports will raise their price to foreign 
buyers, and will thus tend to reduce the quantities sold. Great 
Britain, howeve*,' cannot afford to face a loss of export trade; for 
it will be all we can manage to market enough exports to pay for 
the imports of foodstuffs and raw wiaterials that will be indispens- 
able for maintaining full employment. One way out would be to 
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subsidise exports; but this is likely to be disallowed by the h. 
terms attached to the American Loan. Ageordingly, costs in th^ 
export trades will have to be kept down to levels which will not 
, result in a loss of overseas markets. This, however, can hardly be 
achieved unless wages in the exporting industries are controlled; 
and, if wages have to be controlled in one large section of the 
economy, it will hardly be practicable not to control them 
elsewhere. 

The purpose of this argument is not to show that wages cannot 
be allowed to rise, or working hours to be reduced. Of course, 
they can be, but, except within narrow limits, only if productivity 
is increased. The purpose of a planned wage policy should be to 
ensure that wages are raised, or conditions jmproved, to the fUll 
extent rendered practicable by the rising productivity of industry. 

The Roots of Productivity ■ 

This, however, raises a further set of problems. Productivity 
depends on a number of interacting factors — on inventiveness and 
success in applying scientific discovery to the industrial arts; on 
the skill, initiative and expansionist attitude of employers and 
business executives; on the adequacy of capital resources available 
for the improvement of industrial techniques; on the skill and 
dexterity of the labour force and on the provision of the right 
amounts of Trained labour of different kinds; and on the attitude 
of the workers to their jobs and their acceptance of responsibility 
for achieving a high level of output. ,To get these forces rightly 
adjusted to the new conditions of planned production and full 
employment is a highly complex matter, and involves a number 
of different kinds of social action. It requires, in the first place, not 
only a great expansion of applied scientific research in the 
branches of production which ha^fe been neglected during the war 
— and some of them for a much longer period. It involves a shift of 
emphasis in basic as well as in applied science to those types of 
work that are appropriate to a world at peace. It involves better 
training and selection of those who are to hold positions of 
executive responsibility, either in the public service or in private 
business. It involves the planning of investment, so as to ensure 
both the adequacy of the total supply of capital and Its right dis- 
tribution among rival claimants, in accordance with conditions of 
public advantage thajmay not coincide with the dictates of profit- 
seeking. It involves better vocational selection ari better training 
of labour, and above all of the new highly scarce factor of juvenile 
labour. And, finally and bey»nd everything else, it involves _ a 
change of attitude, not only among the manual workers, but in 
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every class or group that has any influence on the efficiency or 
inefficiency of any paift of the productive system. 

P.M.H. and Incentives 

Yet the problem of production — or ‘per man-hour,’ as 

I it is sometimes called — is often written about as if it were simply 

a matter of the incentives oflfered to manual workers and of their 
willingness to give of their best. No one will deny that these are 
most important factors; but the workers cannot do good work or 
^ produce a high output unless they are helped to acquire the right 

1 skills and dexterities and given the right tools to work with, and 

1 good conditions in their places of work, or unless the factories and 

other productive enterprises are well managed and well adjusted 
one to another within a general framework of good economic 
« organisation. These are all technical aspects of the problem of 

production. With them go the human aspects, which can be 
I summed up by saying that neither managers nor workers will give 

j of their best unless they feel that doing so is worth while, not only 

I in the material sense of yielding an improved pay-packet or a 

better chance of advancement in life, but also in the sense of 
having a purpose which they can understand and regard as their 
own. The incentives to good work are a mixture of the material 
and the ideal; the ideal need not be a socially desirable ideal, but 
, it must be present in men’s minds, or the material incentives will 
■fail to work. Thus, the entrepreneurs of the early nineteenth century, 
hot as they were on the main chance, did not work purely for 
monetary rewards, or even for power. They believed in what they 
■ were doing, and felt themselves to have a mission to.geftlhSilSfimdSt 
out of the new machines which were under their command. That 
tjii? ideat led them to treat their human employees as machines 
: does not make it less an ideal, though in our eyes it mti-y greatly 
mar its social quality. The thing to appreciate is that these entre- 
would have been much less efficient,, even.with precisely 
i;the same material equipment, if they had not idealised what they 
■'were doing, and m&de a yirtue of it . ' 

This was often called ‘hypocrisy’ on their part, by critics who 
saw how ruthless they were in the use of their human instruments. 
But it was not hypocrisy, in any ordinary sense of the word. It was 
one-eycdness — a quality which is associated with .most, if not with 
all, forms of practical idealism. The same ruthlcssness appears 
to-day, not onlyrtn the United States, which is acting over again 
so much of the history of early capitalism in Great Britain, but 
also in the Soviet Union, where is associated, not with profit- 
making, but with fl^e.]di;iYe,ta build up the new kind of society of 
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•which the Soviet Union is regarded as the embodiment. Ruthless- 
ness in the use of human instruments negc| nbt be connected with, 
much less based' upon, sheer greed or egoism: it is often a by- 
product of ardent belief. 

The problem of incentives in Great Britain is difficult just 
i because, in the British economic activity of recent decades, there 
K has been almost nothing to believe in. Some spirit of belief did 
indeed come back during the years of war, when economic effort 
was directed to an easily understood and widely accepted pur- 
pose; but there was little enough of it before 1939, and the revival 
of the war period cannot be made lasting unless a fresh purpose 
can be found to animate the production drive. The basis for such 
a purpose does exist in the sheer necessity uf a high level of 
• efficiency in order to procure necessary foodstuffs and raw 
materials from abroad, with a sharp fall in standards of living as 
the unavoidable penalty of failure. But the understanding of this 
necessity has not yet come home to more than a small proportion 
of either workers or managers; and even those who rationally 
understand it have in many cases not yet translated it into an 
ideal for which they are prepared to work their best. 

i .... 

Incentives in Transition 

This failure to translate a rational conclusion into an operative 
ideal is mainly due to the essentially transitional character of the 
' British economy in its present phase. It is not only a mixed, but 
1 also, from the standpoint of its hurrmn appeal, a muddled 
I economy, lacking in clarity of either objective or method. It has 

I not escaped from the limiting conditions which led so many entre- 

preneurs, between the wars, to aim at safety first rather than at new 
constructive achievement, and thus^ fostered the growth of mon- 
opoly and of restrictive trade association in both productive and 
distributive operations. These monopolistic tendencies were due, 
in the main, not to any exceptional greediness of nature among 
I business men, but to want of faith ih the consequences of expan- . 
I sion. In a capitalist world everywhere beset by slump and market 
! limitation, it did not seem worth while to attempt to increase pro- - 
I ductive efficiency, and accordingly men’s minds turned to the 
I sterilisation of new discoveries and to the regulation of niarketing 

by the restriction of supply . : 

Similarly, bn the woj^ers’ side, higher production seemed all 
too often to point the way to increased unemploym^t rather than 
to greater prosperity; and the notion of limiting the day’s work 
1 caught hold because there was nd ideal to oppose to it, The ideal 
incentives thus faded away at the time when the slieerly material 
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incentives on which much reliance had previously been placed 
were losing force Tinder the impact of humanitarian reforms 
pressed for by democratic sentiment. Social security was sought 
more and more for the individual citizen, and less and less for the 
society as a whole. Yet the individual’s security is bound to be 
illusory unless it rests on a foundation of prosperity in the 
economic affairs of the whole nation. 

I am not suggesting that we ought to go back to the old ruthless- 
ness, or to set out to create a new ruthlessness appropriate to the 
changing conditions of popular government. Far from it. I am 
suggesting that the key question for the economic planners of our 
new society is that of giving the producers, in all grades and 
sections, a new foimdation for faith in the worthwhileness of what 
they are being called on to do; and I am saying that the very 
gradualness of our attempted transition from a capitalist to a 
socialist system puts great difficulties in the way of this, because 
it leaves all classes in doubt about what they are Working for, and 
fails to present them with a clear picture of purpose which they 
can translate into an ideal basis of action. 

The Forty-hour Week 

With this wide problem I have dealt to some extent already 
in those chapters of this book in which I have considered the 
fundamental issues of current economic policy. At this point I 
am concerned only with the bearing of these psychological con- 
siderations on the proHems of wages and worldng conditions. 
I have suggested that a planned — or even a partly planned- 
economy cannot leave wage rates or hours of labour or worldng 
conditions to he settled exclusively by piecemeal processes of col- 
lective bargaining, trade by^ trade or industry by industry, and 
that there must be at the least some general overriding plan that 
will relate wage-policy and price-policy and investment-policy 
together oyer the entire field. In the case of working hours there 
appears to be a good deal of recognition of this need. The British 
Trade Union movement as a whole is committed to the demand 
- for the forty-hour week, but it seems to be appreciated that this 
demand involves considerations which affect the whole economy, 
and ought to be dealt with, when the moment comes, by general 
legislation rather than by sectional bargaining. There is also a reluc- 
tance, onthepartofmostoftheleadersoftheTralie Unions, to press 
the demand £Sl a moment when it might hamper export trade and 
delay the escape from the existing shortage of consumers’ goods; 
for, even if in the long run reduced working hours need involve no 
diminution of total output, in the short run they would inevitably 
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have this effect in view of the difficulty of providing quickly the new 
capital equipment needed for increasing output per man-hour. 

Wages still appear to most active Trade Unionists to stand on 
a different footing, because there is clearly no reason Vrhy higher 
wages should reduce output per man-hour, even in.the short run, 
and some reason why they should result in an increase. This, 
however, is not the whole story; for higher wage-costs might, as 
we have seen, react seriously on export sales, and even in the 
home market might upset price relations, especially if they fell 
rnainly on basic industries which affect costs over a wide range. 
Wages can no more be increased than hours reduced without 
affecting the entire economy. 

Tlw Illogicality of Earnings 

It is, however, obviously necessary to reconsider the wage- 
structure with a view to bringing about a distribution of labour 
corresponding to the changed requirements of the post-war 
economy. There is no good reason why average wages in different 
trades included in the Ministry of Labour’s returns should vary 
anything like so widely as they do: nor do the variations corre- 
spond with any exactitude to real differences of skill or of 
attractiveness in the conditions of employment. A glance at the 
twd Tables on pages 596-7 will suffice to show that there is no 
logic about the existing wage-structure and that neither men’s 
nor women’s wages, as they now stand, are the outcome of any- 
thing more than a series of accidents and variations in bargaining 
strength. Why should the average adult male vehicle-builder 
have got, in July, 1945, a weekly income of iqgr. qd., whereas the 
average house-builder got only loSr. id.? Why should the average 
woman worker in the rubber industry have got 66 s. lod., whereas 
the average woman pottery worker got only 491.? No doubt, as 
the figures show average earnings, and not wage-rates, some 
account needs to be taken of the number of hours worked. But 
the substitution of hourly for weekly earnings leaves the broad 
position unchanged. The average hourly earnings were, for men 
vehicle-builders gr., and for men house-builders ar. ad. ; for women 
rubber workers u. 6|d,, and for women pottery workers ir. i jd. 

Of course, current earnings reflect to a considerable extent the 
rise in the relative position of the metal-working trades. But this 
is not ; the only factor^, Pre-war earnings were also illogical, 
because in, a number of industries they had been dMven down by 
prolonged depression, whereas in a number ofothers they had been 
forced up by expansion of total output at a rate much above the 
average. It is not a qfiestion of going back to pre-war rates of wages. 


but of working out a new wage-adjustment that will bring about 
an adjustment of labowr supply corresponding to post-war needs. 

Admittedly, this caniiot be easy , to achieve. It will not be 
achieved at all, except in the very long run and after a great deal 
of undesirable friction, unless the Trade Unions become con- 
vinced that the Government is prepared to plan for the highest 
total wage-level that can be afforded in the light of the ascertained 
productive capacity of the nation, or unless they are fully taken 
into confidence and participation at every stage of the readjust- 
ment. The securing of the conditions requisite for this process of 
conviction depends, not only on the munber of iirdustries the 
Government decides to socialise — which is only one factor — ^but 
also on its success dn imposing effective planning in the public 
interest on those sections of the economy that are to remain, at any 
rate for the time being, in private hands. It also depends — in truth, 
it depends most of all — on the Government’s success in making the 
ordinary worker feel that the basic conditions of the economy have 
been changed so much that the main reason for his being employed 
is no longer some capitalist’s expectation of making a profit out 
of his labour, but the necessity of his job as a contribution to the 
maintenance of the standard of living of the British people, in- 
cluding himself, his dependants, and his friends and neighbours. 
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Weekly Earnings in Various Trades, July, 1945 
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CHAPTER VIII 


HOUSING, PLANNING, AND THE 
LOCATION OF INDUSTRY 

;Xhe first thing to be borne in mind about houses is that 
they are normally built to last a long time. There are exceptional 
cases, of course — from hutments for occupation while a particular 
job is being done, such as building a great dam or cutting a canal 
or executing some big temporary work in time of war, to the 
tempprary bungalows which are being provided as a means of 
easing the immediate housing shortage. But these cases stand 
apart from the main body of house-building, in which the houses, 
whether they are constructed well or ill, are generally expected to 
last over a long period of years. We are suffering to-day, not only 
from an absolute shortage of houses, but also from a mass of 
shoddy houses still in occupation, though they have long outlived 
their period of real habitability-Z-if indeed they ever had one, by 
any tolerable standard of living amenity. When the war broke 
out in 1939, roughly one-third of all the houses in Great Britain 
were as much as eighty years old. 

Some of them, of course, including some of the best, were very 
much older — hundreds of years old. But I am not spealdng now of 
fine old houses which we can jfeasonably wish to preserve for their 
beauty and as monuments of the past, or even of quite common- 
place well-built houses that can be modernised so as to make 
excellent homes, but of the common ruck of dwellings built in the 
early nineteenth century and the Victorian age to house the 
common people. /Immense numbers of these houses, crowded 
together so as to save land, devoid of the common conveniences 
and often of light and air, in many cases sheerly insanitary, and in 
most cases hideously drab,, are with us still, ffietween the two wars 
we succeeded by a series of eflforts that seemed terrific at the time 
in building about four million houses of adl sorts. There remained 
about the sanfe number that had been standing eighty years or ■ 
more, and about the same number built during the six decades 
which ended in 1914— -naost of' them during the earlier part of 
this period. 


The Economics of Housing 

/There are two main reasons for bearing Continually in mind 
that houses are built to last. One is that capital sunk in house- 
building is locked up over a very long period. From this it follows 
that the rate of interest at which capital can be borrowed exercises 
a very great influence upon housing costs. The house wears out 
over a long period; but the capital which it represents has to be 
borrowed all at once, at whatever is the prevailing rate of int erest 
for such loans at the time when it is built. The rent is fixed so as to 
cover the interest charge and wipe off the capital over a period of 
years. 1 The rents charged for new houses therefore depend largely 
on the long-term rates of interest current when they are built, as 
well as on current construction costs; and 'Udtier ordinary con- 
ditions the rents chargeable for new houses (or their selling prices) 
naturally exert a strong influence on the rents (or selling prices) 
of older houses," This influence may be upset, as it has been in 
recent times, by legislation controlling rents; but it operates when- 
ever rent-levels are allowed to move freely. It is accordingly of the 
greatest importance, if we want to keep rents down, to make it 
possible to get capital for housing at low interest rates — a con- 
sideration which, as we shall see, has a most important bearing 
on present house-building policy. 

Housing Standards and Housing Costs 
The second reason why we need to bear in mind the durability 
of houses is that housing standards, at any rate in the modern 
world, do not stand still. For some time past we in Great Britain 
have been steadily advancing our notions of what a house ought 
to be if it is to be regarded as an acceptable addition to our exist- 
ing stock of dwellings. This advancsp takes many forms. We are 
coming to demand (though we' do not always get) better actual 
building and better materials than were thought good enough for 
working people in the Victorian age; and at tire same time we are 
demanding more space per person both in the house and around 
it. We are improving on past notions of overcrowding, and we are 
also coming to insist on new houses being built fewer to the acre. 

i No doubt it may he possible, later, if the rates of interest fall, to corivert 
part of the capital locked up in hOuse-building to a lower rate, and thus to 
reduce the economic rent. This applies especially to: local authorities, which 
can borrow in the. firs! instance for shorter terms than the expected lives of the 
houses built with the borrow'ed money. Ifi however, interest^ates are higher 
instead of loiver when the, loins fall due,, re-bprrowirig will raise the economic 
rent instead of lowering it. 'Where houses are buUt far .sile and not for letting 
in the first instance, the prices Gharged*for them are based on current long- 
term interest rates. ^ . 
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We are also gradually raising our standards of fittings and 
amenities. It has' become a commonplace that every house we 
build ought to have a lavatory of its own and even a bathroom; 
and we say nowadays that there ought to be somewhere to keep 
the coal and the pram, tolerable cupboard t^ccommodation and 
kitchen equipment, and a number of other things, such as electric 
light, that nobody used to dream of. Probably our standards— 
which we often fail to live up to— will seem in some respects 
grossly inadequate to the next generation; but it can be taken as 
certain that many of them will have to live in the houses we are 
setting out to build, just as many of us live in obsolete houses built 
by the generation before us or even by the generation before the 
generation before»that. 

• Our housing standards do not stand still; but our housing costs 
do not stand still either. Even apart from changes in the costs of 
building a fixed standard type of house, any advance in standards 
usually means an increase in cost. In the case of many other com- 
modities — motor cars, for example — rising standards have gone 
with falling costs, because mass production has led to vast 
economies. But on the whole, so far, this has not happened with 
houses. Their money cost has indeed fluctuated enormously with 
changes in the prices of materials and of labour, as well as in the 
price of capital — that is, the rates of interest at which the capital 
for building them has been borrowed — and in the efficiency of the 
building industry, which is at present particularly low. But there ; 
has been no steady tendency for the real costs of houses to fall, 
because there has been no technical change that has led to less 
labour or materials being used up in building them. A modern 
motor car both contains less material than a motor car of a 
generation ago and requires much less labour to make. A house, 
if it is to come up to modern standards, is much more likely to 
require more, or at any rate more costly, materials and a larger 
number of man-hours of labour in building it. We are often told 
that pre-fabrication will speedily alter all this; but it has not done 
so hitherto to any noticeable extent. 

These facts are vitally important in relation to housing policy, 
because, , whatever standards we lay down as the necessary 
minima for new house-building, we are in ejEfect saying that an 
expenditure which will provide a house up to this standard is to 
be regarded as a necessary element in eyerybddy’s cost of living, 
at any rate a» soon as the hpuses can be provided. But what is to 
happen if the incomes of a large part pf the people will not stretch 
to paying for houses of the prescribed standard and leave enough 
over to meet the other necessary costs of decent living? This is the 
■■■fioO'-' 


difficulty which has been facing us now for a considerable time. 
On the whole, between the wars, we mels — or evaded — it by 
building houses up to a standard which was too high for the 
ordinary wage-earner to be able to rent them without the aid of a 
subsidy, or in many cases even with the subsidies which the State 
was prepared to provide. Consequently, the bulk of the new houses 
built between the wars were occupied by relatively well-to-do 
households, and the poorer households went to live — or went on 
living — in the older houses, which were mostly inferior in 
standard besides being old. There were exceptions in the case of 
houses bunt definitely in connection with slum-clearance schemes; 
but in these cases higher subsidies had to' be made available in 
order to bring the rents down to a level whicl> the cleared slum- 
dwellers could afford, or could be deemed able to afford, to pay. 

In the main the poorer wage-earners lived in second-hand (or 
sixth- or seventh- or twentieth-hand) houses, including many old 
big houses which had been cut up into tenements or were simply 
occupied by a host of separate tenants without any physical 
adaptation at all. It is notorious that these obsolete mansions 
often made the worst slums. And it should be equally notorious 
that many slum-dwellers, cleared out of such places and removed 
with the aid of subsidies to new and sanitary dwellings, found 
their rents so increased as to leave them, too little money to buy 
food and other things which they regarded as necessary to life, 
and drifted back, as soon as they could, to crowd into dwellings 
which had not been condemned, increasing overcrowding and 
creating new slums in place of those which had been pulled down. 

Higher Incomes or Subsidies? 

If we determine to adopt a certain minimum standard of 
housing and to provide all the people with houses up to that 
standard as soon as we can, we must also do one of two other 
things. Either we must assure to all the people incomes which will 
allow them to pay whatever rents will cover the cost of these 
houses, or we must subsidise housing in such a way as to bring 
rents down to levels which people can afford to pay without going ^ 
unduly short of other necessaries and of such ‘extras^ as they 
regard as necessaries and put before, some of the unquestioned 
necessaries in making up their household budgets. I dp not mean, 
of course, that if a“man |p,kes to drink and so cannot pay his rent, 
we must pay it for him; but I do mean that we nowst include in 
our conception of the necessary costs of living a reasonable sum 
for ‘extras..’ No parfthdflr ‘extra’ cnay be a necessa,ry; but some 
money to spend on the ‘extras’ that one fancies is necessary, and 
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has rightly been included by Mr. Rowntree, in his more recent 
studies,! among the ‘human needs’ of the people. We must not 
fix rents for a minimum of standard accommodation at such a 
level that a large number of people will be driven, after paying 
them, to choose between going without ‘extras’ of reasonable 
amount and going without adequate food and decent clothing 
for themselves and their children. 

Probably this general statement will be generally accepted. But 
consider what it means. If a house costs £500 to build, and the 
cost of land, sewers, roads, etc., comes to another -^loo, and if the 
capital has to bear a total charge of 5 per cent, for interest, amortis- 
ation and ‘other costs’ — ^to which we will come later — Vfe have 
already a charge <01 a year, exclusive of local rates, for the 
house, quite apart from water, gas or other fuel, or current 
repairs. There already is a rent-charge of more than x is. 6 d. 
a week; and such a charge, when we have added to it the cost of 
repairs and maintenance, and local rates, clearly gives us a gross 
rent which is far beyond the iheans of a very large part of tire 
population, even at the existing rate of earnings, increased as it 
has been by ‘full employment’ under war conditions. Yet the 
figures I have used by way of illustration are a long way below 
not only current housing costs, which are inflated by war 
scarcities, but also below any levels of cost which look at all likely 
in the period upon which we have entered since the war ended. 

Rents and Interest Charts 

Sir Ernest Simon, in his recent book on the housing problem,* 
has pointed out that in Manchester, whereas the average slum- 
dweller pays about 2J. &d. a week in local rates, the same tenant, 
if he moves out to a new house built up to the current (‘Dudley’) 
standard, will have to pay about 6r. 3d. a week in rates alone. He 
has also pointed out that the cost of building a house has much less 
effect on the rent than the rate of interest at which the capital is 
raised. If the cost of labour is doubled, the economic rent is raised 

e. by 28 per cent.; if the cost of materials is doubled, the rise in rent 
is 37 per cent.; if the rate ofinterest is doubled, the rise in rent is 
70 per cent. Clearly, if we want the main body of the people to 
live in decent houses, we must keep down the rates of intei-est on 
the capital employed in building them„ and tve must also keep 
down the local rates— -unless, of course, we prefer to let these 

: : 1 See. especially B, Seebohm Rownixee) Poverty and Progress: a Second Social 

: Survey o/ Torp.: I . 

. ^ Rebuilding Britain; a Twenty-yeeur Plan. Go\laxicz, tg^^. 
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charges rip, and to pay huge subsidies in order to bring down the 
rent to much less than an economic level. 

Public versus Private Housing Enterprise 

One moral is obvious. .There is only one way of getting houses 
built at the lowest interest levels consistent with current financial 
conditions. That is for the State or some agent worldng directly 
under it to undertake the financial responsibility, so that the 
money can be made available at the gilt-edged rate at which the 
State alone, or .almost alone, can borrow. Doubtless, some of the 
big municipalities can borrow almost as cheaply as the State 
itself, and where they can do this all is well. To other local public 
authorities the State can extend the supply of cheap capital by 
allowing them to borrow through the Local Loans Fund—- and it 
might well, for housing purposes, allow them to do this without 
charging them anything over and above the rate of interest which 
the State itself is paying. The same privilege could be extended to 
the special Corporations which are to undertake the building of 
new towns under the Act of 1946, and to the non-profit-making 
Housing Societies, on a co-operative basis, especially where they 
are proposing to erect new Garden Cities or Suburbs or Garden 
Villages on lines that fit in with national and local housing 
and planning policy. 

As against this, what cannot be done, without extravagant sub- 
sidies, is to get houses built at low interest rates by profit-seeking 
private enterprise. If tliie speculative builder is left to raise the 
capital, he is bound to have to pay a much higher rate of interest 
than need be paid by a public body which can oflFer complete 
security. This remains true even if the long-term capital is raised 
through a Building Society or some similar agency; for any such 
indirect form of finance necessarily works out pauch more 
expensive than finance provided directly with the aid of the 
public credit. 1 I therefore conclude without hesitation that the 
main body of new housing will have to be carried out directly 
under public auspices. Even if private builders are called upon to 
build the. houses under contract, the State or some other public 
authority will have to order them, own them, and pay for them 
on the basis of the public credit. . 

This is the policy which the Labour Government of 1945 has 
clearly set out to follow, in face of loud,sque^s from those who 
had hoped t« make large profits out of the finance of house- 
building, as distinct from the actual erection of the houses. Mr. 

. n.See.&r a fuller development of tJis question my hooHet, Building Societies , 

. mi tlu Housing problem, , 

■ 6o4' . 


j Aneurin Bevan’s policy has been, first, to ensure priority for the 
smaller houses which are most urgently sieeded by fixing a 
maximum figure of cost above which no licences are at present 
' issued for private building, and secondly to concentrate most of 
the building of small houses in the hands of the local authorities, 
with the aid of large public subsidies to offset the very high level 
of building costs. The number of houses actually built up to the 
end of 1946 (the date of . writing) has been terribly small; but 
j this is not Mr. Bevan’s or the .Government’s fault. It is an 
^ unavoidable consequence both of the almost complete suspension 
of house-building and the sharp fall in the man-power of the 
building industry during the war, and, as we shall see, of the 
failure of the previous Government to make any adequate 
; preparations for getting production, including production of 
bricks and other components, restarted promptly when hostilities 
in Europe came to an end. r 

Costs and Rents 

What level of rents, inclusive of local rates, we should aim at in 
our present building programme of course depends on what the 
i, . levels of wages and prices generally arefo be. As we cannot yet 
A tell at what levels these will settle down, we can usefully speak 
here only in terms of pre-war levels, leaving the figures to be 
adjusted, as Sir William Beveridge meant his social service 
benefits to be, to post-war prices. Let us ask, then, what rents 
( tenants belonging to the lower income groups could have been 
reasonably expected to pay in 1939, on the assumption that there 
had then existed a system of family allowances at the rate of 5s. 

' for' each dependent child except the first. Again we can' usefully 
have recourse to what Sir Ernest Simon has said. He points out 
i that under |he slum-clearance scheihe instituted by the Housing 
Act of 1930 and maintained by subsequent Conservative; Govern- 
ments the average cost of a standard house was ^400, giving a 
) rent of 8r. without rates, and the average rate-charge was qr, over 

f, the whole country. (It was of course much higher in many areas,) . 

I The average: rate of subsidy provided from public funds was 6s, 

> a week, leaving 6 j. for the tenant to pay. Post-war houses w 01 , 

1 however, if present proposals are carried out, be built to a higher 
standard, which will involve higher costs quite apart from'fany 
rise due to changes in t^e prices of materials or labour. At least 
another j()iOQ must be added on,' at pre-war levelsji to allow for 
this factor, rdisiiig the gross rent to 14J,, even without allowing for 

f 1 AboUt50iOoo permanent and gBjOOo temporary houses were in fact finished 

! by the end of 1946. ... 
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any rise in rates. The subsidy, on the pre-war lines, would there- 
fore have to be 8^. iastead of 6s. If the incomes of the tenants rise 
on the whole neither more nor less than the price of getting a 
hodse built, their ability to pay rents may be regarded (on the 
doubtful assumption that they could just aff rd what they were 
actually paying before the war) as increasing enough to cover the 
rise in the price of building, as distinct from the increase in cost 
owing to the adoption of higher standards; but there will be, even 
on this showing, an average subsidy of 8^. a week needing to be 
found wherever dwellers in sub-standard houses move to standard 
houses under the post-war housing scheme. 

Moreover, this calculation is much too favourable. Unless there 
are very great and* speedy changes in building technique, building 
costs are likely for some time to come to be higher than pre-war 
costs by much more than the rise in the average incomes of 
tenants. Local rates also are likely to be higher, unless the 
Government does much more than it has yet shown any sign of 
meaning to do to transfer brndens from local to national taxation. 
In fact, on the facts so far considered, an average subsidy of 8t. 
a week — which, for replacing fotir million obsolete houses, would 
rnean a total subsidy of over ;^ioo,ooo,ooo a year — seems certain 
to be much too little. But it wil probably appear both to Chan- 
cellors of the Exchequer faced with many other claims and to a 
good many other people a great deal too much. 

What, then, arc we to do? We have to make up our minds what 
standai’d of housing we do regard as forming part of our idea of a 
national! minimum of civilised living, and then we have to set to 
work toimake enough houses of approved types available for all 
the people at rents they can afford to pay. The higher we put our 
standardl the more formidable this task will be, not only because 
each new house we build will cost more to build in materials and 
human epfort, but also because there will be more sub-standard 
. houses t® be replaced, 

Populatiqn Trends and the Demand for Houses 
« At tnis point we encounter the argument that, if the population 
of Great Britain is destined to fall rapidly during the next few 
decades, we shall not need many new houses after ^1, and shall be 
in a position to scrap some of our obsolete houses without replac- 
ing them. This is a thoroughly misleadi»g argument. The frill in 
population, «ven if it continues— which is doubtful — ^will be 
associated much more vyith a reduction in the size of the average 
/ '’‘ .family tjian with a reduction ih the number of families needing 
separate houses. True, the rising number of elderly persons will 
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mean that there will be a larger proportion of hduseholds in 
which there are no children, but only ar^ elderly couple or 
pei'haps a single elderly person with or without, some relative 
living in the same household. This may well affect considerably 
the types of houses we decide to build, but not, the number. 
Again, it rnay be argued that, as people are tending to have 
smaller families, they can make do with smaller houses, and that 
the ‘Dudley’ standards of accommodation are too high. But this 
is to ignoi’e the extent to which we have hitherto permitted over- 
crowding in the case of large families. Moreover, it is pertinent 
here again to bear in mind that houses are built to las.t a long 
time. Are we accepting as permanent the decline in the birth-rate 
to the low level of recent years, or are we looking for an increase 
as men and women are able to take a more hopeful view of the 
future and to have more children without feeling that each 
additional baby worsens the prospects in life of those who have 
already been born? If we are planning for larger families, it would 
be highly anomalous to plan for smaller houses for them to live in. 

The Size of Houses and the Size of Families 
The question, however, is not quite so simple as this; for 
families do not stay the same size. The usual graph of family life 
shows an increasing size as the children are successively born, 
a period of stable size, and then a fall as the children leave home 
and set up for themselves. Why, it is sometimes asked, should we 
build most of our houses to hold a family ^of ‘standard’ size, with 
the consequence of overcrowding in some cases and rooms to spare 
in others, when we know that most families are not of ‘standard’ 
size but either above or below it — ^and more below than above? 
The answer to this question depends on the amount of moving 
from house to house we expect people to do as the size of the 
household changes. This is a highly complicated question. It is 
obviously easiest to move (a) where the house is rented and not 
owned; (_b) where there are in the same immediate neighbour- 
hood larger and smaller houses available, so that people can move 
without losing their friends or changing their social environment; 
(c) where there is no special attachment to the house, such as may 
arise either when it has been long occupied or is associated with 
some particular event, or where, say, a keen gardener has made 
himself a garden that he loves. It is impracticable to treat people 
as mere bundles, to be packaged in houses into; Ivhfch: they can 
just be fitted, A house is, or should be, a honie, to wmch in many 
cases powerful sentiments become gftached. This is not to say that 
we ought to make moving difficult, or to lay our plans so as to 



prevent it. That is -what does happen when people become house- 
owners, not because they want to own their houses, but because 
there is no other way open to them of getting a sui table roof over . 
their heads. No, we ought to make voluntary moving easy, for all 
sorts of reasons — for one thing, in order to make it easier for f 
people to move in search of a better job, and to live near their 
work. What we must not do is to base our housing plans on the 
assumption that people can he forced to move into houses that are 
considered just the right size for them. Why should not a working- 
class mother, just as much as a middle-class mother, have a 
spare-room where her married children can sleep wben they 
come to see her? Why should the parents have to break up the 
home, unless they wish to, when the children have gone away? 

Naturally, I am not suggesting that the parents should be 
allowed to keep a larger house than would hold them without 
overcrowding unless they are prepared to pay the rent appro- 
priate to that particular kind of house, with neither more nor less 
subsidy than is given to other people who live in similar houses. 
Nor am I saying that we ought to build all our new houses of a 
‘standard’ size. On the contrary, we most certainly ought to mp: 
them up, and to build houses of as many different sizes as possible' ' V, 
■ (but all of satisfactory quality) in the same neighbourhoods and 
on the same housing estates. We ought to build an adequate 
number of small, labour-saving houses for elderly couples and for 
single persons, so designed as to make living conditions as easy as 
possible. We ought to ^uild some specially large houses for big 
families, or for those who are prepared to pay for more accom- 
modation because that is what they value most. We ought to 
provide some houses with large gardens arid others with none at 
all, but with full access to communal gardens. We ought to build 
some flats, especially in the crowded parts of towns for people 
who must live near their work, and also for unmarried persons 
and for young couples who prefer to start life in a flat and move ; 
on to a house when, they have settled down and need indre room, 
including garden space for the children under the mother’s eye. 
Our housing programme needs to be, not uniform, but exceed- 
ingly diversej but I doubt if its diversity will be found to achie ve 
much in the way of reducing the average cost per house built. 

The Financial Dilemma. - ■ 

We come .back, then, to our financial dilemma, which we may 
now restate in a rather different way. In the case of most goods 
and services, we prefer to leaqe it to ordinary persons to decide 
how to distribute their incomes between alternative things that it 
.:'6o8'' ' ■■■« 


is open for them to buy. We do not say to them that they must 
attend the cinema so many times a month, qr that they must eat 
so much fish or drinli so many pints of milk, or take a week’s 
holiday at the seaside, whether they want to or would much 
rather spend the money on something else. In general, we trust to 
people’s common sense to make the use that suits them best of 
their incomes; and if some of them choose foolishly we reckon 
that it is better to let them do so than to start ordering them about 
too much. (When I say ‘we’ and ‘them,’ I mean, of course, by 
‘we’ those who take an active interest in political questions, and, 
by ‘them’ everybody, including those who take this interest.) 
‘We’ do not, however, take the line that there should be no inter- 
ference with people’s freedom in this respest. ‘We’ ordain a 
minimum of education which every child must have even if its 
parents would sooner send it out to run errands, or neglect it 
altogether; and we fine, by way of taxes, people who show a dis- 
position to spend a large part of their incomes on whisky, or beer, 
or tobacco.’- The present question is whether house-room is one 
of the things we can safely leave people to buy as much or as little 
of as they please, or whether we are to insist on their living up to 
a certain minimum standard of accommodation for themselves 
and their dependants, ‘We’ have already, by our building by- 
laws, our legislation against overcrowding, our general housing 
laws, and our schemes of slum-clearance, decided this question in 
principle, in the sense that housing is a matter in which the State 
must intervene to enforce minimum stani^rds. The only questions 
that remain are (a) what these standards are to be, and (i) how 
much help the State is to give to people who can ill afford, or 
cannot afford at all, to live up to them without help. 

Houses ydsm Other Goods 

In discussing these questions, we have to consider, not housing 
alone, but the claims of housing in relation to all other claims on 
the national power to produce useful things. Given ‘full employ- 
ment,’ and on the assumption of any given level of productive 
efficiency, we have altogether the power to produce, over a certain 
period of time, a; units of things — our unit being fundamentally 
a certain complex amount made up of raw materials and man- 
hours and use of existing capital equipment. For convenience, aiid 
because we have no better way of expressing it, we express this- 
unit in terms of money cost at a certain level of aijSrage prices. 
Now, suppose we have, in the period for which we are making- 
our plans, a total productive powgr oE £x millions, what fraction 
’ For a further discussion of this problem, refer back to pp. 45 off. 
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of -^x millions can we afford to devote to house-building? That is 
the fundamental question that needs to be answered before we 
can formulate a reasonable housing policy. 

Such a question does not admit of a scientific answer, which 
everyone who understands it will be bound to accept. Just as we 
may differ about the amount of schooling (which also uses up 
part of our -fix milUons) we think the children of the nation ought 
to have, in face of other claims on our resources which cannot all 
be satisfied, so we may differ about the housing standard which it 
is reasonable to adopt as against other ways of using up the 
resources needed for giving effect to any standard that we choose. 

Housing and the Demand for Capital 

In practice, the question does not face us quite in the way in 
which I have just stated it. We do not consider directly how much 
housing we can afford as against everything else lumped together. 
We break the question up, and consider in the first place how we 
had better divide our fix millions into two parts, one for pro- 
ducing ordinary consumers’ goods and services that will be used 
up in single acts of consumption or over short periods, and the 
other for producing what are called ‘investment goods’— that is, 
capital goods for use in further production and ‘durable con- 
sumers’ goods,’ such as houses, which are used up only over a 
long period of time.i This gives us, instead of our undivided 
fix millions, two sums, fiy millions and fiz millions, which 
together equal fix millipns. Any houses we build will have to 
come out of our .fiz millions, as they belong to the class of ‘invest- 
ment goods,’ goods capable of yielding a return over a long 
period. We have now to weigh the claims of housing, not, against’ 
-all other claims, but only against other claims to a share in 
fiz millions. We have to weigh houses against factories, power- 
, stations, roads, bridges, shops, docks and harbours, aerodromes, 
town halls, schools, theatres, halls and community centres, land- 
drainage and other land-improvement schemes,/ water supply,, 
and anything else which produces durable capital assets. We can, 
however, narrow the question somewhat more. The claims of 
housing are in competition with all these other claims, as they are 
in the last resort with- the claims of immediate consumption;, but 
they are most direetly in competition with those other claims^ 
which will require the same lands of resOurcen— the same-kinds 
of technical ^nd manual: skill, the , same materials, the; same 
kinds of capital equipment. This is so (a) because in the short run 
we cannot increase at more thaiiji a very restricted rate the supply 
1 For this distinction and its implications, see pp. 315?. 
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of these things, or at all events of the technical and manual skills 
needed, which are the crux of the problem, and (b) because, even 
if we could, it would be most undesirable suddenly to expand a 
particular industry to a prodigious size and then to contract it 
greatly a little later, when we regarded some other form of 
expenditure as having more urgent claims upon a share in our 
millions. 

What this means, in effect, is that, in making up our post-war 
housing programme, we have to consider, first, what proportion 
of our £z millions we can afford to devote to housing, and 
secondly, what proportion we can in practice so devote without 
using up an undue proportion of the specialised resources that we 
have, or can quickly produce, and without Causing dislocation 
later, if we suddenly decide to switch over to something else. In 
this particular case, we clearly do not want all the houses we can 
possibly build, if that means getting no new schools or factories. 
We have to weigh tlie need for houses against the need for other 
buildings as well as, more generally, against the need for other 
investment goods of all sorts. 

Other Building J^eeds 

Now, it is evident that, in face of the diversion of our resources 
to unproductive uses during the war, there exists a need for a 
great deal of new building of many different kinds. We are 
already committed to an educational programme which calls for 
the building of a great many schools and colleges, and for the 
enlargement and improvement of many more. We are committed 
to the building of new factories and Industrial Trading Estates in 
the pre-war distressed areas. We have a great many damaged 
industrial, commercial, and other non-residential buildings, as 
well as houses, to make good. We have big town replanning 
schemes, which will involve many hinds of building besides that 
ofhouses. We shall have to fix an order of priorities for getting all 
these things done; for assuredly we cannot do all we want of aU of 
them all at once. How much of them we can do at once depends 
on the capacity of the building industry, which in turn depends 
mainly on the size of the skilled labour force in the industry and 
on the economy with which it is used. V 

There are thus two limits to the amount of housing we can get 
done — a technica'^I limit apd what may be called a ‘financial’ 
limit, though it is really a Hmipset by the total magnitude of our 
' productive resources and the proportion of them we are prepared 
to spare from making things fpr^nhmediate consumption and to 
apply to making ‘investment goods.’ These are two quite distinct 
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limits, though they are often confused. Let us now discuss them 
separately, beginning with the ‘financial’ limit. 

The Supply of Capital 

We saw in Chapter II that in 1938 total ‘savings’ amounted to 
about £530 millions, of which about £300 millions came from 
personal incomes and the otlier 3^230 millions from undistributed 
profits of business. As against this, we have to set about ,^90 • 
millions collected by the State in Death Duties and other taxes on 
capital and used as part of the State’s income for meeting current 
expenditure. This leaves a net total of about ,^440 millions in 
1938, plus any part of the current public expenditure which was 
actually spent in buying capital assets. Clearly, all these totals 
would have been higher if there had been full employment^ for 
the national income as a whole would have been increased, and 
this would have resulted in a larger volume of saving. Indeed, full 
employment could not have existed in 1938 unless there had been 
a larger volume of investment, which connotes a larger volume of 
saving, public or private. About ;^8oo millions of outlay on invest- 
ment would have been necessary as a minimum to create the 
requisite conditions for full employment.^ 

Our millions, then, may be talcen as at the least 
millions in r938, ,at 1938 prices. How much it will need to be in 
future no one can say; for that must depend on the level of post- 
war prices. Let us continue to call it £z millions. How much of 
this millions can we afford to devote to housing? In 1938 we 
devoted approximately. ^350 millions to private buildings of all 
sorts, of which about 105 millions was for replacements and 
renewals and does not appear in our total of new investment, On 
the other hand, the 3^350 millions does not include public expendi- 
ture, on buildings, and thus e&ludes municipal housing schemes. 
From other sources we know that the total spent on new houses 
alone in 1938 was about ,^^150 millions, and that the number of 
houses built was about 360,000, or, say, ,^420 a house, for the 
actual building, exclusive of the cost of land, roads, sewers, and 
‘overheads’ generally. 

Clearly, the need for houses has become much more urgent as 
a result of the war, not only on account of war damage, but also 
because normal building has been ipterrupted for a period of 
more than six years, so that large arrears have' been allowed to 
pile up. If wesr-had continued from 1940 to 1946 to build at the 
same rate as from 1933 to I 938 j wc should have built in these 

r For the argument behind this statefnent, see W. H, Beveridge, Pull Employ- 
merit a Free Society, Appendix G (by N. Kaldor), pp. 354 jf. 
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seven years over two and a half million houses, whereas we have 
in fact built hardly any. We have, on tliis showing, arrears of at 
least two millions to make up, quite apart from meeting the 
current demand of the post-war years. Moreover, in addition to 
new construction, there are still big arrears of repairs and main- 
tenance, including the thorough repair of bomb-damaged houseSj 
to be made good. I have attempted elsewhere to make a detailed 
estimate of what the post-war demand upon the building industry 
is likely to be, and here I have room only to summarise the 
general conclusions at which I arrived.^ 

An Estimate of the Demand for Houses 

On the basis of seven years’ arrears of building at the pre-war 
average rate to be made up, I begin with a demand for two and 
a half million houses to wipe off these arrears. Add at least half a 
million for houses damaged past repair by bombing. Add a further 
1,500,000 houses needed to do away with the overcrowding which 
was revealed by the Overcrowding Survey of 1936. Add another 
half-million for slum-clearance and for the provision of new cot- 
tages in the countryside in place of insanitary or hopelessly 
inconvenient cottages still in use. We have already a total of 
5,000,000 houses which are needed as soon as they can possibly be 
built. But this total makes no provision either for the replacement 
of obsolete houses, except under slum-clearance schemes, or for 
the accommodation of the increased number of families for which 
it is necessary to find accommodation. It is more convenient to 
estimate for these in terms not of the demand that existed imme- 
diately at the end of the war, but of that which seems likely to 
arise over a period of years. In my earlier estimate, I worked in 
terms of a twelve-years’ building programme, starting as soon as 
possible, working up as quickly aa possible to a peak level, and 
then maintaining this level over the rest of the twelve years. In 
other words, realising the impossibility of doing everything as 
soon as we should like to do it, I worked on the basis of spreading 
the housing programme as evenly as possible over a twelve-year 
plan/;.' 

I reckoned that, ; oyer these twelve years, we should need 
roughly 600,000 houses to accommodate additional families. This 
estimate was based on taking, not the total population, but the 
adult males included in it as the simplest rough test of the accom- 
modation required. I know this test is only rough^ but I think it 
works out not far from what is reasonable.; ;T^is, added to our 
previous total, gives us a total demand, over the twelve years, for 
r Sec Building and Planning, by G. D. H. Cole. Cassell, 1945. 
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5.700.000 houses, without allowing for replacements either of 
obsolete houses or of houses demolished in connection with town 
planning or road improvement schemes, or converted into offices 
or put to other non-residential uses. The demand for normal 
replacements can be put, on the basis of pre-war experience, at 
about 1 , 1 00,000 over the twelve years, and to this I added another 

700.000 over the same period to cover all the remaining factors. 
I thus arrive at a final total of about 7,500,000 houses as likely to 
be needed by 1958. 

This may seem a formidable figure, as the total number existing 
in 1939 was about twelve millions. But it must be borne in mind 
that it is in effect a twenty years’ estimate, in view of the fact that 
hardly any new hyuses have been built since the war began. It 
involves over the twelve years an annual building rate of more 
than 600,000 houses a year, or rather, since such totals clearly, 
cannot be reached for several years, a rate of at least 750,000 as 
the target to be arrived at by the third or fourth year at latest. 

Of these seven and a half million houses, at least four million 
will be needed to replace dwellings which are already obsolete by 
any modern standard, and most of the remainder will go to 
replace houses which will have become obsolete before the twelve 
years are up. There are (or were before bombing) about eight 
million houses built before 1914; and the vast majority even of 
the less old of these are sub-standard by modern notions of what 
a decent house should be. 

How Much will the Progfamme Cost? 

Seven million houses, at pre-war prices, but allowing for post-war 
standards of accommodation and amenity, would probably have 
cost about 750 millions to build, apart from land and other 
additional costs. This works out at over ^^306 millions a year, 
spread over the twelve years. It compares with about ,^150 
millions a year that were being spent on house-building before the 
war. It would have used up more than half the total pre-war 
savings; but a good deal less than half under conditions of full 
employment. Of course, under post-war conditions prices arc 
likely to be substantially higher, and the house-building pro- 
gramme is likely to cost a good deal morCj unless there are large 
economics in construction. But so will the national income and 
the national savings be higher at any higher level of prices: so 
that the proportions need not alter. It looks as if an adequate 
housing programme over the first post-war decade would need 
to absorb at least three-eighths qf the mihimUm amount of saving 
needed to sustain full employment. 
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The Man-power Problem 

This does not look so formidable after jll. Indeed, the real 
difficulty is not that of finance or Ibck-up of capital in house- 
building, but rather that of man-power. The building industry 
had its man-power very heavily depleted under war conditions, 
and in particular lost a high proportion of its skilled workers and 
almost entirely failed to train new ones. Apprenticeships were 
interrupted: new apprentices were few, and were very seldom 
able to get a proper training. The building industry in 1939 had 
a working force of about 1,050,000 persons, apart from another 

360.000 in various branches of civil engineering. Of the 1,050,000, 
well over half were skilled workers, who are the key factor. If the 
rate of house-building is to be roughly doubled^ as compared with 
the pre-war rate, the industry wUI need about another 300,000 
men for this purpose alone, besides the addition needed for 
increases in non-residential building. In all, it will require at least 

1 .500.000 workers, apart from those in civil engineering, and, in 
the absence of large changes in technique, well over 750,000 of 
these will need to be skilled workers. But there will certainly not 
be as many as 400,000 skilled men available when demobilisation 
is complete, including those who return to it from the Forces as 
well as those who have been at work in other industries. Indeed, 
350^000 is a much more plausible figure, after allowance for 
civilian deaths, retirements, war casualties, and withdrawals to 
other occupations. This leaves a shortage of from 350,000 to 

400.000 skilled men to be made good Jjy training new entrants, 
wbQ must of course be drawn mainly from demobilised service 
units or munition factories, as there are not nearly enough boys to 
go round, even if the industry would prefer to build up its 
numbers by taking on boy apprentices. There is a further reason 
■why this is impracticable: a boy apprentice normally takes from 
five to seven years to become a craftsman; but houses are needed 
quickly, and not Only in five or seven years’ time. 

There is stUl a factor to be taken account of. For the first year br 
so after the war, a large proportion of the available workers have 
needed to be at Work repairing houses and not building them. 
This work had to be done, or the houses would haye decayed and 
become irreparable, and the hnmediate need for ne'W houses 
would ha'Ve been still further increased. 

Gan we; in fact of tl^p other demands on man-power and of the 
shortage of skilled men, hope to expand the:; efl|Gtive working 
force of the building industry on the scale reqiured for meeting 
these demands? Clearly, such ex^arisipn 'wiil take years; but can it 
be achieved at all? It cannot, without a mass effort at training 
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comparable with that which was made during the war in the 
training of munition-workers, or, in a different field, in the Royal 
Air Force. But why should we not make such an effort? That a 
considerable , effort woxild be needed was recognised by the 
Coalition Government in its White Paper on Training for the 
Building Industry, which contemplated the training of up to 
300,000 men for skilled work. This, in my view, was not nearly 
enough; but it went a substantial way. But, even if the training is 
practicable, can the men be spared? As we have seen in an earlier 
chapter, the total male labour force is rather smaller now than it 
was in 1939; and to a much greater degree, its average age is 
higher. We clearly cannot spare the men, unless the building 
industry accepts and trains a quite large proportion of men drawn 
from the higher age-groups. 

Training for the Building Industry 

Even so, the task is so formidable that we must clearly do every- 
thing we can to ease the strain. The case for a large measure of 
pre-fabrication and for the utmost possible standardisation of 
components is not only that these things can be so developed as 
to reduce the real cost of houses, but also that they will' reduce the 
demand for skilled labour on the site, where the most acute 
shortage of skilled craftsmen is bound to arise. If we can get an 
appreciable part of the work done in engineering factories, using 
a high proportion of the workers who were trained for munition-, 
making during the war, tfie difficulty can be appreciably reduced. 
But it will remain necessary to apply every possible means of 
economising the use of labour of every sort, not only in order to get 
the houses at lower prices, but also because we shall be seriously 
short of labour, and especially of male labour, on which the 
building industry has hitherto exclusively relied. Women cannot 
easily be employed in any large numbers in actual construction on 
the site: they can be quite largely used in factories making 
standard fittings and pre-fabricated components. 

The JVeed for a Revolution in Building Methods 

In effect, the building industry is due for a technical revolution. 
It is the only large industry, except agricuitiite, which is still 
carried on with very little aid froth power-driven machines. It is 
an extraordinarily traditional and conservative industry, which 
has changed less than any other ^ the course of the past century. 
Tt must change rapidly now; for we cannot afford to let it go on 
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wasting labour as it has done hitherto. Above all, we cannot 
afford to allow it to maintain the extraordinarily high unemploy- 
ment rates which have characterised it even ifi years of prosperity, 
or the vast mass of intermittent and casual laboxir which has 
hitherto been accepted almost as a matter of course. The building 
industry, with its 100,000 separate firms, mostly very small, needs 
taking drastically in hand and overhauling from top to bottom. 
That, however, is a question which I do not propose to pursue 
now. Something has been said about it in earlier chapters of this 
book; and I have discussed it fully in my book, Building and Plan- 
ning, ’published ia 1Q4.5. 

What Sort of Houses shall We Build? . . , 

We shall need our seven and a half million new houses, over the 
next dozen years. But where shall we need them, and what sort of 
houses, how placed and spaced to fit into a pattern of living, do we 
Want them to be? As for the sort of houses, we have seen already 
that this is mainly a matter of how much we are prepared to spend 
on subsidies designed to bring the housing of the whole popula- 
tion up to a higher minimum standard. We can set our minimuni 
standard where we will, in terms of accommodation, quality of 
building, fittings and equipment, density per acre and garden 
space, provision of communal facilities on housing estates, and so' 
on; and the higher we put it in each of. these respects, the more 
man-power each house will use up, the more it mil tend to cost, 
and the greater will be the cost of the Jotal programme, if we 
decide to make need, and not ability to pay, the deciding factor in 
our building plans. Of late years, as we have seen, there has been 
a tendency to raise minimum standards fast; and we are now con- 
fronting the implications of the improved standards in terms of 
both money cost arid real cost. All that need be said further on 
this point is that, whatever we decide about accommodation, 
density, and quality of building, there is an evident demand for 
better fitted houses, designed to save labour and to give the tenant 
a more complete and highly finished article than used to be 
thought necessary in most housing schemes. . 

Flats versus Cottages 

At this point, however, there confronts us the bitter controversy 
between the upholders of flats and of cottages. There is one school 
of housing propagandists in whose eyes any propos'hl to build a 
block of flats savours of deadly sin, and for whom nothing will dO' 
but cottages, complete with gardens, erected at a low density per 


J&cve. Against this school is ranged another which, without decry- 
ing cottages, considers that flats offer many advantages for re- 
housing within restricted city, areas, and should be built in large 
numbers for those who need to live near their work, for young 
married couples, and for persons living alone or without young 
children. This second school does not as a rule deny that we need 
to build more Cottages than flats; but it points out that exclusive, 
•or nearly exclusive, use of cottages will reduce greatly the 
numbers who can be adequately housed in existing built-up areas, 
and will tend to accentuate urban sprawl, Flats, say the upholders 
■of this view, can if properly designed both get more people into 
congested areas and give more usable open space, especially if 
J they are erected i^ tail, well-designed blocks, well spaced out and 
grouped to secure adequate light aird air. The ‘cottage’ school 
retorts that such flats will cost a good deal more than houses — for 
in Great Britain, though not in general on the continent of 
Europe, flats have been found more expensive than cottages to 
build — and that in practice flats will yield less amenity and less of 
the conditions favourable to health, ^ost of the advocates of 
cottages agree that some fiats will have to be built, both for reasons 
of nearness to work and because the overspill involved in building 
cottages for all comers would be too great to find social accept- 
■ance. It is really, on both Sides, a question of how many flats we 
need build and how many cottages; but the battle between the 
rival schools of thought is often extremely acrimonious. 

It is beyond doubt that for the most part the British people 
prefer small houses witlf gardens to flats. I am not now speaking 
of the well-to-do, who can afford luxury service flats, but of 
ordinary people. How far this preference is due to the poor 
amenities which have been offered in the past by most blocks of 
workers’ ‘tenements,’ and how far to a real lareference for houses 
with gardens, I do not profess to know. Evidently most flats have 
hitherto been sadly lacking in attraction; but so have most 
.separate houses, except those built in very recent times. Almost 
•certainly the preference is real, among families with children and 
also among garden-lovers. But there remain many households in 
which there are no children, or in which the children are already 
grown up, as well as many who must be housed'in flats in order to 
be near work in the centre of big towns. One special case is that of 
•old people, who may in naany Cases be best hotised in small blocks 
or groups of cottage-flats, not in the cexflre of towns, but with a 
space of garden ground and the fullest possible provision of 
labour-saving services. The cottage wrew' flat controversy is not 
•One which can be rationaiily seftled on principle either way; it is 



a matter of balancing up the needs of different areas so as to 
provide many different kinds of houses for«people with varying 
tastes and requirements. But, to the extent to which it is reason- 
able to take sides, the cottage school, and not the flat fanciers, 
must be pronounced right. 

Some Passages from the History of Housing 

Where the new houses are to be put is a question that raises 
much more complicated issues, for it includes not only the entire 
problem of town and country planning but also the closely related 
question of the location of industry. Ever since the medieval regu- 
lation, continued under Queen Elizabeth’s legislation, which in 
general sought to confine industrial development to the incor- 
porated towns, broke down, industrialists have been left free to 
plant factories pretty much where they have liked, subject only to 
not very effective safeguards under the common law rule that 
they must not cause undue ‘nuisance’ to their neighbours. 
Broadly speaking, up to, the advent of machinery driven by 
steam-power, industry, especially where it depended on water, 
tended to diffuse itself over country areas and especially along 
rivers; but with the coming of the steam-engine it became more 
and more concentrated in towns in.^ the neighbourhood of the 
coalfields. Thus, in the nineteenth century there was a great 
migration of population towards the factories, metal works, ship- 
yards and mines of the North of England, South Wales and 
Clydeside; and in these regions there grfw up a host of industrial 
towns, big and little, built with no regard for planning or 
amenity, mixed up with the -factory buildings, and usually con- 
structed in the cheapest possible way. These aggregations of 
houses were crowded together to save land and with little or no 
sanitation or regard for any of the conditions of decent and 
healthy living. Gradually, as local government developed, chiefly 
after the middle of the nineteenth century, something was done to 
combat insanitary conditions by improving water supply, drain- 
age, and arrangements for the disposal of refuse, by laying down 
by-laws regulating new building, and occasionally by pulling 
down a particularly offensive dwelling or even more rarely clear- 
ing a really intolerable slum. But very little was achieved either in 
demolishing insaiutary areas or in ensuring good building— much 
less good design cfr plahning-T-of new houses. General powers to 
demolish insanitary dwellings and to clear slum aseas were con- 
ceded under a series of Housing Acts beginning with the Torrens 
Act of 1868 and the Gross Actef 187^; but the firrt Town Plan- 
ning Act was not passed until 1909,^' and even then gave only 
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inadequate and merely permissive powers. It was left to local 
authorit es, with, no s-tandards to work upon, to do as much or as 
’little as they pleased under the successive. Acts; and most of them 
did very little indeed. Public house-building, except on a small 
scale for the replacement of demolished slums, hardly began until 
after 1918, and even thereafter was hampered by repeated 
reversals of national policy and by acute controversy between the 
advocates and opponents of ‘private enterprise housing.’ 

Our towns are still, especially in their older centres, full of the 
dwellings erected for the poor dmdng the period of planless a,nd 
unregulated urban growth that spanned the entire nineteenth 
century. In 1939 there were about four million houses — ^nearly 
one-third of the total number in the country: — that were more 
than eighty years old, and most of these were not ‘ancient monu- 
ments’ worthy of preservation, but obsolete and decaying products 
of the period when wages were very lovv' and bad houses were a 
highly profitable speculation. Early in the present century, how- 
ever, the provision of cheap working-class houses ceased to pay 
nearly as well as it had paid until then. This was partly because 
somewhat better standards were being enforced by the local 
authorities in the case of new houses; but it was much more 
because there was a sharp ri^se in interest rates, due largely to the 
high profits that could be derived from capital invested abroad. 
These high rates put up the rents that had to be charged to levels 
which ordinary working-people could not afford to pay; and new 
cottage building fell off sharply. This had happened before Lloyd 
George’s famous Budget of 1909, which imposed taxes on un- 
earned increments of land values; but the outcry against the 
Lloyd George land taxes undoubtedly resulted in a further 
decrease in house-building, so that well before 1914 overcrowding 
was getting worse and malang'’for more rapid deterioration of the 
old houses in which poor people had to live. 

Housing Between the Wars 

The first World War, by bringing new building almost to a 
, stand, made matters very much worse; and by igig there was an 
appalling shortage which made it impracticable to pull down any 
large number of old houses, even where they were manifestly 
no longer really fit for habitation. There was a feverish housing 
campaign in rgig and 1920, in an attempt to make some show of 
redeeming Lloyd George’s promise ‘of ‘Homes for Heroes.’ But 
this campaign was utterly defeated by the ‘housing ramp.’ Every- 
one concerned with the buildingfindustry— not least the suppliers 
of housing requisites and niaterialstr^put up prices in view of the 
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high demand, until houses were costing fantastic sums out of all 
relation to the rents which tenants could be expected to pay. 
Then, in 1921, came the post-war slump, followed by the ‘Geddes’ 
economy campaign, which swept away the entire public pro- 
gramme of house-building. A new scheme began with Neville 
Chamberlain’s Act of 1933, giving a subsidy to anybody who 
would get a house built; and the first Labour Government of 1924 
made a statesmanlike attempt to tackle the problem by control- 
ling the prices of materials and concluding a treaty with the 
workers and employers in the industry for an expansion of the 
labour force. The Wheatley Act of 1924 provided special subsidies 
for houses built by local authorities for letting at controlled rents; 
but the companion Bill, regulating the prices of materials, was 
held up by strong opposition, and was not through Parliament 
when the Government fell at the end of the year. It was then, of 
course, dropped by the Conservatives. 

The combined effect of the Wheatley and Chamberlain Acts 
was, however, to cause a revival of house-building; but soon con- 
ditions worsened again with the coming of the great depression 
which set in after 1929. For a time building fell to a low ebb; but 
one effect of the depression was a sharp fall in rates of interest, and 
under this stimulus house-building revived sharply in the ’thirties. 
The great majority of the houses were built in this period not by 
local authorities but by private enterprise, financed mainly by 
Btiilding Societies and Insurance Companies; and a high propor- 
tion of the new houses were for sale and not for letting and were 
too expensive for the great majority of wage-earning households. 
They were built for the better-off— abov'e all, for the rapidly 
growing army qf ‘black-coats’ in the commercial centres; and 
they led to a sprawl of new housing round the edges of the existing 
built-up areas and to ribbon development along the main roads 
leading out of the towns. 

The Beginnings of Town Planning : 

In the meantime, local authorities had been acquiring 
additional town planning powers. The very small beginning made 
by the Act of 1909 had been rendered almost abortive by the war 
of 1914-18; but further Town Planning Acts were passed in 1919, 
1923 and 1925; and plahning was at length extended in theory 
over the nyhole cnuntr^ by the Town and Gqhntry Planning Act 
of 1932, while a half-hearted attempt to check ribbon develop- 
ment was made in the Treventibn of Ribbon Devefepment Act of 
1935. Under these Acts, town j^lanning committees were set to 
work in town and country districts, and provision was made for 


the establishment, on a voluntary basis, of joint town planning 
committees to drawmap plans covering wider areas that needed 
considering together? But it Was still mostly a half-hearted affair. 
Most of the joint committees were merely advisory bodies, with no 
powers of their own; and there was no compulsion on any local 
authority to take part in them or to co-operate in any way with its 
neighbours. Each local authority had to draw up a plan; but the 
procedure was very slow and cumbersome, and positive action 
was kept severely in check by the high costs of compensation 
facing any authority which attempted to enforce any plan that 
interfered at all with the landlord’s right to develop his property 
as he pleased. 

In the meantime, public house-building was practically con- 
fined in the ’thirties to slmn-clearance schemes, with which some 
progress was made, and, for a year or two before the war, to 
building houses for the relief of overcrowding in badly congested 
areas. General house-building was left to ‘private enterprise’; and 
town planning made but slow headway against the very great 
obstacles in its path. 

The Location of Industry and Population 

The problem, after 1918, was wholly different from that of the 
nineteenth century. Industry and population were no longer 
piling up in the North and in South Wales. Many of the older 
industrial areas were heavily depressed, and not a few actually 
declining in population. ^The rapid growth was occurring in the 
South and South Midlands, and above all in the neighbourhood 
of London. Most factories, in view of the development of electric 
power, were no longer tied to the coalfields; and the growing 
light, consumers’ industries v/ere attracted rather to the neigh- 
bourhood of large consuming markets or of ports handy for the 
receipt of materials and for export trade. As we have seen, less 
labour was being employed in mining and manufacture, and 
niore on services, which tended to be concentrated in the big 
towns. The ' ‘southward trend’ of industry and the sprawl of 
Greater London became outstanding social as well as economic 
problems, The Barlow Royal Commission, to study the location 
of industry and consider whether it should be brought under some 
measure of public control, was set up before war broke out in 
1939, though it did not report until 1940? ■ 

. The planning of town and country and the pfenning ..of the 
'.location of industry are obvipusly closely related questions, 
'though the one approach is mainly from the social angle of health 
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and amenity and the other from the economie angle of the costs of 
prodnction and distribution. Where the faatories are, there, or 
nearby, must the people who are to work in them, and their 
families, live; and round the centres thus determined must gather 
a host of services. Retired people will tend to live near where 
their relatives and friends are working. The pattern of the location 
of industry is bound, in the main, to coincide with the pattern of 
town development. Hitherto, however, we have been trying to 
plan our towns without any further control over industrial loca- 
tion than the power to prevent new factories likely to cause 
‘nuisance’ from being built in the middle of residential areas, or at 
most in new areas than the power to ‘zone’ — that is, to set aside 
some parts of a development area for factories, some parts 
for housing, some for shops, and so omjThis is all very well 
in its way; but how can a local authority make an effective town 
plan when it does not know how much, or what kind of, industry 
is going to develop within its borders, or accordingly how large 
a population, or how composed, it is likely to have? Moreover, 
how can it make a proper plan when, more than likely, it controls 
only a part of the town’s real extent, actual or potential, and its 
plans may be wrecked by the next-door authority giving per- 
mission just beyond its border for the very kind of development it 
has been trying to prevent, or making plans that run, in some 
other respect, quite counter to its own? 

Should Location be Controlled? ® 

When it was first suggested that there ought to be some general 
power in the hands of the State to control the location of industry, 
strong Opposition was expressed. The Board of Trade, inTts 
evidence before the Barlow Commission, put forward the view 
that employers know best where to put their factories so as to 
make them pay, and that any attempt to interfere with them 
would be likely to dry up the springs of investment and thus cause 
even worse unemployment than existed already.. It, was pointed 
out in reply that business men, in deciding where'to put thejr , 
factories, usually take no account of the weioT costs of their 
decisions. They might, by putting a factory in one place rather 
than another, aggravate the distress and unemployment in, an 
area whibh had a surplus of labour and cause serious problems of 
congestion in an already crowded area into whjph additional 
labour would have to move in order to meet their demands, and 
in which more houses apd’ services would have to be provided to 
cater for the enlarged population. It was pointed Out that these 
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social costs, positive and negative, did not have as a rule to be met 
by the firm which built the new factory, and accordingly did not 
enter intq its calculations of prospective profits. They are, how- 
ever, real costs, and from the standpoint of the community may 
render highly uneconomic a development which is remunerative 
to the particular firm concerned. It was also said, with much 
truth, that the location of new factories is often settled, not by 
economic considerations of relative costs, but rather by the 
employer’s preference for living in a pleasant neighbourhood or 
near a big city with plenty of amenities, or even merely by his 
going on where he is, and expanding his factory wherever he 
happens to be without any real consideration of the expediency 
of alternative site^ or areas. 

The Barlow evidence as a whole made it clear that one very 
important factor in the choice of factory sites, at any rate by big 
firms, has been the availability of large supplies of suitable labour. 
This tends to make more factories of a particular type go where 
others have gone before them, because they have known there 
would be suitable labour near at hand. Of course, there, might in 
fact be no local surplus of such labour, and new workers might 
have to be attracted into the district to meet the increased de- 
mand. But this factor has often been left entirely out of account. 
The desire to go where suitable labour can be found, so far from 
attracting industry to the depressed areas, has worked in practice 
the other way, and has intensified the piling up of factories and 
population in the South .and South Midland regions. Even apart 
from this factor, the depressed areas have had a bad name, and 
many firms have refused to go near them. 

The Barlow Commission agreed both that action was needed 
and in broad terms what it should be. But its members fell out 
about the precise forms whicli state intervention ought to take. 
They agreed in proposing a new Central Authority, distinct from 
and extending beyond the scope of any existing government 
department, and on entrusting this authority with certain definite 
tasks. Among these were the redevelopment of congested urban 
areas, the decentralisation or dispersal of industries and popula- 
tion from such areas, the encouragement of a reasonable balance 
of industrial development throughout the various regions of Great 
Britain, coupled with appropriate diversification of industry 
in each region, and in particular the checking of the drift of 
industrial population to Greater London. They recommended 
unanimously that attention should be given to the development of 
garden cities or suburban saffsllite towns, industrial trading 
estates, and existing small towns suitable for industrial expansion. 
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They held that municipalities should be given further powers to 
deal with these problems, including powens to act jointly on a 
regional instead of a purely local basis, and that state financial aid 
should be given in respect of approved schemes. They agreed in 
wishing the Central Authority to have power to inspect all local 
and regional planning schemes, to suggest their modification or 
correlation in the national interest, and to study the location of 
industry throughout the country. Finally, they agreed in urging 
that the war had given further immediacy to the problem and 
that preparations for post-war planning on the lines of their 
report ought to be set on foot at once. 

I * 

The Machinery of Control 

So far the members of the Commission agreed, but they fell out 
over questions of machinery. The majority wanted to leave the 
existing machinery of town and country planning broadly un- 
changed under the Ministi-y of Health, but to set up side by side 
with it a new national body, a National Industrial Board, to deal 
specifically with the location of industry. This Board, working 
mainly but not exclusively with the Board of Trade, was to survey 
and advise upon industrial developments over the whole country, 
but was to be given executive power to restrict industrial develop- 
ment only in respect of Greater London, where it was to make a 
special survey and then^ report to the Board of Trade and to 
Parliament what further powers it regarded as necessary in other 
parts of the country. Three members of the Majority, while 
endorsing these proposals, wished to strengthen them and in par- 
ticular favoured a gradual, extension of the negative power to 
restrict industrial development over other areas besides London. 
The Minority, as against all this, field that only a new Ministry, 
armed with wide executive powers, could deal adequately with 
the problem. They proposed that the new Ministry should have 
all the powers assigned by the Majority to the Industrial Board, 
but should in addition take over the administration of town and 
countiy planning, and should be instructed to prepare “a general 
scheme of development, subject to constant revision.” The 
Minority suggested that the whole country should be divided into 
areas of three types, as follows: (a) areas into which industry 
would have free entr^i, subject to local planniiig requirements; 
{b) areas in which further industrial developn3Leht,,wbuld be pro- 
hibited, except for certain special exemptibiis; and (c) areas in 
which a special case would hava to be made out for each request 
to undertake new industriaT developments. The Minority also 
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went further than the Majority in their proposals for financial 
assistance from the State in the development of garden cities and 
suburbs, small towns, new satellite towns, and industrial trading 
estates. 

The Uthwa.U and Scott Reports and the Governmenfs Pledges 

Here was the basis for a policy, of national as well as local 
planning of industrial development. In 1941, after the Barlow 
Commission had reported, two Committees were appointed to 
deal with closely related questions. The Uthwatt Committee on 
Compensation and Betterment was set the task of working out the 
legal changes needed to provide for the acquisition of land for 
public purposes at fair prices and to secure that land development 
would be brought into accord with the public interest on terms 
fair both to the owners of land and to the public. The Scott 
Committee, set up later in the year, had to consider “the con- 
ditions which should govern building and other constructional 
development in country areas, consistently with the maintenance 
of agriculture, and in particular the factors affecting the location 
of industry, having regard to . . . the well-being of rural com- 
munities and the preservation of rural amenities.” Both these 
bodies in due course reported on the explicit assumption that 
some national machinery for economic planning and the control 
of industrial location would be set up by the Government before 
the end of the war. b 

The Coalition Government indeed, through Lord Reith, had 
pledged itself early in 1941 “that the principle of planning will be 
accepted as national policy, and that some central planning 
authority will be required”; and this pledge was explicitly re- 
affirmed a year later, when the Ministry of Works was made into 
a Ministry of Works and Planning, to which were transferred the 
town and country planning (but not the housing) functions of the 
Ministry of Health. Later, the Planning Section of this composite 
Ministry was set up on its own as the Ministry of Town and 
, Country Planning, but was given no economic functions and no 
control over the location of industry, which was left, as far as it 
was anywhere, in the hands of the Board of Trade. Before this, 
the Coalition Government had promised that areas not already 
covered by planning schemes would be deemed to be so covered, 
and that mear^s would be provided: whereby war-damaged and 
other ‘reconstruction’ areas could be replanned as wholes, and 
that local authorities should be <!given strong powers to acquire 
land for this purpose. 



The Control of Land 

Little, however, was done by the Goalitiojl Government either 
to implement most of these promises or to give effect to the major 
proposals of the Barlow Commission or of the Uthwatt and Scott 
Committees. Indeed, the issue of the main Uthwatt Report in 
November, 1942 j was followed by an acrimonious controversy 
which has been in progress ever since. The Committee, consisting 
of legal experts specially cognisant of land law and hardly to be 
suspected of a ‘left bias,’ made proposals which met with fierce 
resistance in Conservative quarters. Land nationalisation, indeed, 
they ruled out as "politically impracticable”; but they reached 
the conclusion that there could be no satisfactory solution to the 
problem of land use and urban development unless the State 
acquired the entire "development rights” of land in unbuilt 
areas, and actually bought such land as was from time to time 
required for development. At the same time, the Uthwatt Com- 
mittee recommended powers for much easier public acquisition 
of land in areas already developed, wherever it was needed in 
connection with planning or replanning schemes. 

The proposal that the State should acquire the ‘development 
rights’ in all undeveloped land meant in effect that the owners of 
it would be left undisturbed unless or until it was actually wanted 
for development, but would have no further interest in its develop- 
ment value. They were to be compensated for the loss of this 
potential value by a method, already used in connection with the 
public acquisition of coal, of ‘global valuation.’ An estimate was 
to be made of the ‘development value’ of the entire land of Great 
Britain, and this sum was to be paid by the State into a fund which 
would then be shared out among the landowners, in proportion to 
the amounts of their recognised claims. This method was pro- 
posed, in preference to payment ‘of compensation based on a 
separate valuation of each plot of land, on the ground that there 
was a large difference between the amount of land that 
become ripe for development and the total amount that could 
be actually developed. There might be, round a growing town, 
a hundred possible sites for building for every one that would 
actually be needed; and individual valuation of each plot would 
tend to attEich to all of them a ‘floating value’ greatly in excess of 
their total worth. 

This proposal®cause^ a howl of execration from landow;ners, 
who had been accustomed to getting compensation based on this 
‘floating value’ when land was taken for public purposes, The 
opposition was so strong among ;ponservatives that there was long 
delay before the Coalition Government made any announcement 
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of its plans, and when it did, in 194.4, the Uthwatt pro- 
posals were rejected^ and no more was proposed than an easier 
process for public land acqtiisition more or less under the old 
conditions. The position was complicated because the Govern- 
ment had accepted at an earlier stage a previous proposal of the 
Uthwatt Committee to place a ‘price-ceiling’ on land publicly 
acquired for reconstruction schemes, at the pre-war value of the 
land. This also aroused strong opposition in view of rising land 
prices and the profits of land-speculation under war conditions; 
and the Coalition, desisite its promise, substantially modified 
the Uthwatt recommendations in its own proposals of 1944. 
Finally, the Uthwatt Committee proposed a special tax on incre- 
ments in land values in developed areas; and this too was hotly 
opposed. 

In face of these contests, practically nothing had been decided, 
when the Coalition came to an end, about the issues dealt with by 
the Uthwatt Committee. The Act passed under the Coalition 
Government in 1944 dealt in the main only with certain special 
problems affecting the reconstruction of blitzed areas; and these 
failed to satisly the local authorities, which considered that they 
were being offered neither adequate financial kelp nor powers 
wide enough to enable them to undertake effective replanning 
schemes. This latter issue was tied up with the question of the 
reform of local government areas, with which the Government 
was afraid to deal, in view of the sharply divergent views of the 
existing local authorities.^ As for the financial issue, it too was left 
in abeyance, and local authorities were asked to plan, in effect, 
without Icnowing either what their financial position was likely 
to be or over what areas their planning powers were to extend. 
Almost all that happened was that outline planning schemes were 
brought into existence or at least into some sort of preparation for 
every part of the country, that reluctant local bodies were 
compelled to join town and country planning authorities or 
committees covering the areas of a number of neighbouring 
authorities, and that the Ministry of Town and Country Planning 
set up regional offices in the principal centres for consultation 
with the local planning bodies in working out concerted schemes. 

The Distribution of Industry Act r 

fli ■ 

At least, no^more than this had happened Until, in February, 
1945, the Coalition Government at length brought before Parlia- 
ment a Bill dealing with the loc^jtion of industry and presumably 
intended to meet some of the demands of the Barlow Commission. 
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This new Bill proved, however, to be in the main a measure not 
for control over the location of industry or fo:^ any sort of national 
industrial planning, but for the scheduling of certain areas— 
mainly those which were especially depressed before 1939—33 
‘development areas’ and for the taking of steps to encourage post- 
war industrial enterprise in these areas. Once more, town and 
country planning and location of industry were treated as two 
entirely separate questions; and just as the Ministry of Town and 
Country Planning had been given no powers in the economic 
field, the control of industrial location, to the extent that it was 
contemplated at all, was put under the Board of Trade without 
any relation to town and country planning. Moreover, whereas 
the Barlow Report had been mainly concerned with checking 
development in Greater London, the Bill made no specific 
reference at all to the London problem. 

Nevertheless, the Bill, which became an Act in June, 1 945, just 
before the Labour Party’s election victory, had good features, as 
far as it dealt with the depressed areas and not with the wider 
issues of general economic planning. The ‘development areas’ 
proposed in it were a great improvement on the ‘special areas’ for 
which legislative* provision had been made before 1939. Practic- 
ally the whole of industrial South Wales and Monmouthshire and 
of the industrial North-east Coast were included; and the Scottish 
area was also much more widely defined. Cardiff and Swansea, 
Newcastle-on-Tyne, all Clydeside and even Dundee were to be 
included within the areas eligible for special help; and the powers 
of the Government to act within these areas were to be much 
larger. The Board of Trade was to be able to acquire land, 
establish industrial estates, build factories and make grants for the 
improvement of basic services. The Treasury was to be em- 
powered to make grants or loai* to ordinary profit-making 
concerns in order to encourage them to set up factories and 
expand operations in the “development areas.” This last pro- 
vision (immediately expedient though it may be) will obviously 
need careful watching. 

In addition, there was to be power to add pew development 
areas, as well as to remove areas from the list if they seemed no 
longer, to need special help. Any proposal to vary the list was to 
require an affirmative resolution in both Houses of Parliament— 
a proceeding which sepmed to imply that; the power was not 
meant to be often used. The question that here a^ose was what 
was meant to happen when the need for special heTp existed, not 
over a wide region such as South,Wales or the Scottish industrial 
belt, but in a single town or district falling geographically Within 
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a region which as a whole was relatively prosperous, and therefore 
ineligible under the. Act for being scheduled as a development 
area. Such cases are very likely to arise, especially if places that 
have been developed dm’ing the war as dispersal centres for new 
industry are left derelict when production settles down again; but 
there seems to be no possibility of doing anything at all for them 
under this Act. 

Proposals- for the Control of Location 

There are, however, some provisions in the Act which travel 
beyond the domain of the Special Areas. Under its provisions, in 
future, in all areas, plans for the erection of new factories with a 
floor space of more than 3,000 feet are to be notified to the Board 
of Trade, which will, however, have power to exempt any par- 
ticular class of undertaking from the need to notify. The value of 
this provision is largely nullified by the fact that it apphes only to 
new undertakings, and apparently not to extensions of existing 
undertakings; so that firms will be free to extend existing works, 
including works bought up for the purpose, without even notify- 
ing their intention. Nor is the Board of Trade given any power to 
prevent anybody from putting a new factory wherever he pleases, 
save in exceptional cases. Notification in itself involves no power 
of control; and control is to exist only in areas which are specially 
scheduled for this purpose as areas where further industrial 
development is undesirajjle. These can be so scheduled duly by 
affiiinative resolutions in both Houses of Parliament. 

No doubt, given an energetic Government determined to malcc 
use of its powers and assured of support in both Houses of Parlia- 
ment, this procedure may be effective in checking the develop- 
ment of industry in the neighbourhood of London or in other 
parts of the country where such development is regarded as 
socially or economically undesirable. But, in practice, it seems 
unlikely to have this effect, for whole regions seem unlikely to 
agree that they ought to be closed to industrial expansion, and 
Parliament seems likely to be most unwilling to impose any such 
limitations upon them. The power is much more likely to be used 
for the purpose of preserving beauty spots— -a desirable, but very 
limited, objective. The Board of Trade is given power to acquire 
derelict land and to develop it either for pjfoductive use or for the 
improvement of local amenity. Alternatively, the Board of Trade 
is empowered to assist local authorities in undertaidng this type of 
reclamation; and in practice this seems much the likelier course 
to be followed. There is, however, no hint that this power is in any 
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way related to other aspects of planning—for example, to the 
post-war work of the Forestry Commission. 

In effect, the Act, if it had been passed Before the outbreak" of 
war, would have been welcomed as a sensible strengthening of the 
Special Areas Acts, but would even then have bgen open to 
criticism for the inadequacy of its proposals to control location, 
and especially for its failure to rnake any attempt at dealing with 
the already pressing problems of Greater London. Enacted in 
1945, it appeared quite grotesquely inadequate to anyone who 
believed at all in the desirability of a “planned economy” or the 
necessity of taking strong measures to bring about a sustained con- 
dition of full employment. It could be answered that, in the period 
immediately after the war, control over the location of industry 
could be exercised more effectively by the granting or withholding 
of building permits than by any direct system of licensing indus- 
trial development. But, though it is true that, for a year or two, 
control can be applied in this way, it is not easy to see any strong 
control of this kind being worked for long in conjunction with a 
weak system of direct licensing limited to a few specially scheduled 
areas. 

The Act indeed seemed to confirm the conclusion which the 
public had already reached when the Town and Country Plan- 
ning Bill was under debate in 1944, As far as the Coalition 
Government was concerned, there was to be no general post-war 
planning and no attempt to give practical substance to the mild 
protestations of the economists who were allowed to put some of 
their views into the White Paper oft Employment Policy. The 
Coalition Government meant the country to revert after the war 
to a system of private enterprise, modified only by adding a few 
more hurdles for the business man to leap over, and a few glasses 
of stimulating subsidy to give him, the spirit to attempt the leap. 

Planning under the Labour Government 

The Labour Government, during its first year of ofEbe, left the 
Distribution of Industry Act unamended, and did nothing to 
settle the vexed questions of “compensation and betterment” 
opened up by the Uthwatt Report. There was siinply no ropm for 
these matters in the long queue of Bills awaiting the attention of 
Parliament; and it was probably considered that, whatever the 
shortcomings of the Bistribution of Industry Aict might be, no 
great harm would be done if it were allowed to st^d for the time 
being, with other means in the Governtnent’s hands of influenehig 
the location of industry-^for ‘eikample, by giving or refusing 
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permits to build, or by facilitating or hindering the provision of 
capital or the supply of materials or of man-power. The failure to 
implement the UthWatt proposals, or to devise any alternative 
to them, was more serious; for it left the local authorities still in 
a fog about the probable cost of any development plans they 
mig& make, wherever these involved decentralisation into un- 
built areas. It was, however, presumably felt that this issue needed 
to be tackled in conjunction with the entire question of local 
government boundary extensions, and that the local authorities 
were in any event in no position to look far ahead until their 
general status and financial relations with the Central Govern-, 
ment had been further cleared up. Besides, the Labour _ 
Government, like its predecessor, was at fii'st undecided what 
line to take about the Uthwatt Report. The Uthwatt Com- 
mittee had ruled out land nationalisation as “politically im- 
practicable.” So it was under the Coalition Government; but 
was it so any longer after the Labour electoral victory? If not, 
would it not be preferable to take the undeveloped land over 
entirely into public ownership, instead of acquiring merely its 
“development value”? Some Labour supporters thought it would, 
whereas others were reluctant to add yet another measure of 
nationalisation to those already promised. Consequently, the 
matter was allowed to stand over during the Labour Govern- 
ment’s first year of ofl&ce; and the Bill dealing with the whole 
question of land compensation and betterment was published 
only in January, 1947. The Bill then introduced was based largely 
on the Uthwatt proposals It provided for the public acquisition 
of the ‘development rights’ in all land, while leaving untouched 
in private hands the value attached to land in its existing uses. No 
right to compensation was recognised in respect of the develop- 
ment value; but the Bill provi 4 ed a sum of ;£'300 millions to be 
shared out among landowners to meet cases of ‘hardship.’ This 
meant in effect thafe the claim to compensation was allowed 
wherever an owner of land could show that he had actually 
suffered any serious loss. The Bill also provided for the levying 
of ‘betterment’ charges on owners of land where values were 
^ increased by change of use, but did not follow the Uthwatt 
Committee’s proposal that all land on which development was 
actually authorised should be acquired by the Government. There 
were in the Bill many other provisions, including a most impor- 
tant change of which the effect was to take away the town and 
country planning powers of the smaller local authorities, and to 
concentrate these powers in tl^e hands of the larger authorities — 
the Councils of Counties and of .Gounty Boroughs. Provision was 
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also made for joint bodies, linking neighbouring authorities 
together, iii such a way as to facilitate the concerted planning of 
big towns and of the subm’bs and tmbuilt areas outside their 
municipal limits. The Town and Country Planning Bill of 1947 
was a very far-reaching measure, and made up by its com- 
prehensiveness for the long delay in introducing it. Many Labour 
supporters regretted that the Government had not taken the 
much less complicated course of nationalising the land outright; 
but to do this would have meant going outside the programme 
on which the General Election of 1945 was fought. 

In other respects, however, the Labour Government pressed 
on with fresh legislation, besides taking action under the Distribu- 
tion of Industry Act. Its most important measure up to the end 
of 1946 was its New Towns Act, based on a report made by a com- 
mittee presided over by Lord Reith. This Act empowered the 
Minister of Town and Country Planning to designate areas as the 
sites for new towns and to set up special Corporations under 
public ownership to develop these towns in conjunction with the 
local authorities holding jurisdiction over their areas. The Cor- 
porations are not to be local authorities, or to take over the 
functions of the existing local authorities in the places concerned. 
They are, however, empowered to build houses, either as agents 
for the local authorities or on their own account, and for this 
purpose they are recognised as ‘housing associations’ entitled to 
receive grants from the Exchequer. Public utility services in the 
new towns are, as a rule, intended to bq, supplied by the existing 
local authorities, and not by the Corporations; but there is a 
special clause under which the Corporations can be authorised to 
undertake sewerage services. The capital of the Corporations is to 
come from the national Exchequer. It was estimated, when the 
Bill Was introduced, that the capital cost to the public funds of a 
new town built for a population of 50,000 would be about ;(jig 
millions, spread over ten years, and that of t®s sum the Corpora- 
tion would spend about £15^ millions and the existing local 
authorities about millions. These figures excluded gas and 
electricity and also hospital services, and assumed that the cost of 
industrial buildings and of middle-class houses would hot fall on 
public funds. : The neW towns were proposed to be planned for 
populations ranging from 20,000 to 50,000: the Reith Committee 
recommended rafjid development up to 15,000 or 20,000, with a 
maximum addition in the first instance of 10,000 where the new 
town was being added on to an existing urban settlement. 

The Government, in shaping this Act, rejected a proposal of the 
Reith Committee that would have allowed some new towns to be 
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developed by Corporations acting under existing local authorities 
rather than under ^he State. It was presumably felt that the 
requisite finance could more easily be provided nationally, and 
also that it would be easier to give the new areas the full benefit of 
government credit and help and to deal with the inevitable local 
objections if they were built directly under national auspices. 


CHAPTER IX 


THE PATTERN OF LIVING IN 
POST-WAR BRITAIN 

In successive chapters of this' Part I have surveyed 
certain aspects of the problem which awaits Great Britain in the 
difficult years that lie ahead — ^whatever Government may hold 
power. A point has now been reached at which it is pertinent to 
raise the issue of the kind of society in which we propose to live. It 
was manifestly the absence of any agreement, or indeed of any 
assured j^reponderance of opinion, on this general issue that led 
to the Coalition Government’s failure to put forward any clear 
plans of reconstrucdon, even in relation to the most obviously 
urgent matters. We held up, while the Coalition lasted, decision 
not only about the future ownership of vital industries, such as 
coal-mining, but also about housing, town and country planning, 
land use, food policy, employment policy, and a host of other 
things, because the right way of tackling them depends on the 
social structure into which they are intended to fit. Over educa- 
tion we may seem to have been held up less, despite its evidently 
close relation to the problems of class-structure and democracy; 
but the truth is that the struggle in this tfeld has only been trans- 
ferred from the legislative to the administrative terrain. What the 
Education Act of 1944 will mean in terms of class relationships 
will depend on how it is administered; and that issue is by no 
means settled yet, • 

Different Conceptions of Democracy 

( I ) The Ghurckilliait. In Great Britain to-day, all parties— 
though not of course tdl persons — claim to be ‘democratic.’ But 
there are the widest differences in the meanings they set on 
democracy. Mr. Churchill, for example, when he uses the word, 
appears to mean by it anything, except any kind of SociaHsm, for 
which enough voters out of a wide electorate can be induced to 
vote to give its advocates a parliamentary, majority. Socialism is 
rffied Out as ■imdemoGratic,’ on the ground of its alleged tendency 
to restrict the freedom of the ordinary man. Thufi democracy 
seems to mean for Mr. Churchill two things— parliamentary 
government and restricted government. It implies for him a 
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parliamentary system based on ‘free’ elections, but it also implies 
what is called ‘private enterprise.’ Democracy, in this Churchil- 
lian sense, is fully cdinpatible with wide differences of income and 
social class, with monarchy and hereditary aristocracy in con- 
tinued possession of wide political powers and social influence, 
and with the continuance of poverty and almost any sort of 
inferiority among large sections of the people. It is, in effect, 
something that I for my part should call, not democracy, but 
aristocracy tempered by the possibility of social and economic 
climbing and by the concession to the people of the right to vote. 

(ii) Radical Democracy. As against this, to any real Socialist or 
Radical, democracy connotes a large measure of equality. It is 
inconsistent with, large differences of wealth or income or of 
educational opportunity, or with the possession of privilege by 
any section of the population. This does not involve the notion: 
that “all men are equal” — ^for obviously they are not, in most 
senses of the word. They may be equal before God, or before the 
law, but only in that somewhat intangible sense in which all finite 
things are equal in presence of the infinite. The notion of human 
equality is in fact historically founded largely on an abasement of 
all men before the notion of perfection, human or divine. As for 
the law, it claims only to ju%e all men equally, and makes no 
assumption about their equality when they are not before the 
court. Indeed, at the very basis of its common law doctrine lie 
conceptions of human inequality of status, rooted deeply in 
the past. 

The equality which Socialists and Radicals alike postulate is 
not equality of attainments, actual or potential, or equality in 
littleness before God or law or totalitarian State, but ecpality of 
status in a practical, everyday sense. They reject privilege, as con- 
ferring on those who enjoy dt advantages of wealth, power or 
prestige not based on personal merits or qualities; and they hold 
further that wealth, of such magnitude as to set a person plainly 
apart from most of his fellow citizens and to erect him into a 
higher class, necessarily carries with it the stigma of privilege. 
They do not necessarily hold, with Bernard Shaw, that all men 
ought to have equal incomes — ^though I think most of them agree 
that such a solution would be nicest and simplest if only the 
incomes were big enough to yield a reasonable standard, of life, 
and if we were in a position to dispense altogether with financial 
incentives to do a fair day’s work. Whit they do hold is that 
income diffciences should not Be big enough to create class 
differences, and that no one,: byvvirtue of having a bigger income, 
-ought to be allowed to wield power over his fellow men beyond 
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what is due to his personal qualities and his capacity to serve the 
common interest. , 

Between these two contrasted views of ‘democracy’ there is 
obviously room for many intermediate varieties. A person may 
be, not a Socialist or Radical in the sense I have just given to 
these names, but a half-Socialist or half-Radical, as I think most 
of our professed Socialists and Radicals in Great Britain actually 
are. There are quarter-Socialists and three-quarter-Socialists, 
quarter-Radicals and three-quarter-Radicals — and as many 
further subdivisions as it may please you to make— in addition to 
the whole-hoggers. Even I, who like to regard myself as a whole- 
hogger, have too many unconquered prejudices and assumptions 
still in my mind to be a hundred-per-center in practice, whatever 
I may be in theory. This sliding scale of democratic quantities 
does not, however, exhaust the possibilities; for I have so far 
stated the position on an ultimately individualistic assumption 
which by no means everyone accepts. I have assumed that the 
question of democracy can be stated in terms of the relations 
between individuals in respect of incomes, education, privilege, 
power, and so on. This is an essentially Benthamite outlook, which 
makes the individual person the final repository of value, and 
regards society as existing — no, as ‘oughting’ to exist — for the 
benefit of these members and not for anything else. Certainly not 
for the glory of the State, or the race, or the nation, or of any such 
abstraction, and no less certainly not for the working out of any 
predestined or inherent historical purpose or mission other than 
the welfare of individual men and women. For me, there is no 
antithesis between Socialism and Individualism, I am a Socialist 
because I am an Individualist; and I claim to be a better Indi- 
vidualist than many who use the name, because I am interested 
in every individual, and in creating*a society which will give the 
greatest chances to the greatest number. I believe, not in the 
snatch and grab type of Individualism, which is the individualist 
variety of gangsterism as much as Nazism is the collectivist 
variety, but in an Individualism based on the common effort to 
achieve the equal chance. 

(iii)' Dmocracy. That h yfh.y I cannot accept the 
Communist interpretation of democracy, though I greatly prefer 
it to Mr. Churchill’s or Sir Ernest Benn’s. I fall foul of Com- 
munist theory because it aeems to me that, in Marx himself and in 
his successors, there is a taint, derived from H^el, of anti- 
individualism, which finds expression in treating the class as more 
real in some sense than the individuals who m^e it up, and thus 
tends to replace the idea of the totalitarian State by the only less 
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dangerous notion of the totalitarian class. I can see the strength of 
this notion as an in^rument of social revolution, but I am afraid 
of it as a basis for social reconstruction when the revolution has 
been won. Lenin, I am sure, saw this danger: it was the basis of his 
insistence on the temporary character of proletarian dictatorship 
and on the destiny of the State, after the revolution had con- 
solidated itself, to “wither away.” But this assumes that, when 
there is but one class left in society, or rather no classes at all, 
there will be no difference of views deep enough to make one 
group wish to coerce another. It assumes the solidarity of the 
class, and consequently the solidarity of the whole society when 
classes no longer exist, to a degree which I cannot believe in. 
Glasses are abstractions, not realities from which the individuals 
are abstractions. If class issues cease to divide men, that does not 
imply that they will all think alike, or will all wish to follow the 
same policy. It implies only that the issues dividing them will be 
different. Accordingly, it does not imply that the State will 
“wither away,” unless the State is defined exclusively in terms of 
class. It implies only that the State, ‘after the revolution,’ will not 
be able to rest on a class foundation. 

Democracy and the 'Liberal’ Idea 

Now, of course, Marx did define the State entirely in terms of 
class; and accordingly it followed /row his definition that the State 
could not continue to exist in a classless society. But was his 
definition correct? Evenfif it was a correct description of the States 
he studied, was it a coiTect definition of allpossible States? I should 
say not. I should define the State simply as the central machinery 
of government in a society, and add that it will of course be a class 
instrument in any society dominated by class divisions. What 
other kinds of division, then^can there be, sufficiently dividing 
men to impose their character on the State? I should say, the 
division between those who live and worship the ‘One’ and those 
who prefer the ‘many,’ or in other words between lovers of Order 
and lovers of freedom, or yet again between those who hold that 
all men ought to think alike, and those who believe that they can 
fruitfully disagree without having to go to civil war about it. In 
effect, even in a Socialist society, ‘after the revolution,’ there will 
be an issue to be settled, between totalitarians^ and liberals. 

I, like most British Socialists, am a ‘liberal.’ !^util think We who 
take this vie^ have to be on ouf guard against letting the 
liberalism of our ideals stultify our practice. We have learnt 
during the past few years thnt, oh the international plane, 
‘liberalism’ — ^please note that I am using the word in no party 
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sense— is a creed for which we may be required to wage total war, 
doing a host of things that we utterly dislike doing because we 
must either do them or suffer ‘liberal’ values tb go down to defeat. 
The same thing is true, I think, subject to the necessary modifica- 
tions, in our internal affairs. We cannot afford to let the anti- 
democratic forces win by refusing to counter them by means 
which are distasteful to us. In the name of fi-eedom, it was 
necessary to suppress blackshirt armies and to intern Sir Oswald 
Mosley. And, in the name of freedom and democracy, it is 
necessary for us to get Socialism, even if we have to take quite 
a number of high-handed steps in order to get it. 

Does Democracy Exist Mow? 

Let me go back to what I was saying about Mr. GhurchiLl. 
Unlike Socialists and Radicals, Mr. Churchill believes that 
‘democracy’ is here now. In deciding to hold a General Election in 
1945 he thought of himself as “appealing to the democracy.” But 
I am quite unable to recognise the many millions of voters who 
voted— and from my point of view voted sensibly — at the election 
as constituting a democracy. They were, in my view, not a 
democracy, but the victims of a system which was still denying 
them the means to become a democracy. Their political know- 
ledge, on the average, was quite disastrously inadequate,' and the 
scales were weighted against their sheer human common sense, 
which I by no means deny, by the concentration of many of the 
most effective forms of propaganda in tEe hands of persons who 
wished, not to enlighten them, but to bemuse. If they had been 
a democracy in being, there would have been no Press lords, 
such as Lord Beaverbroofc, with vast power to feed them on red 
herrings and misconstructions; no* film lords to censor their 
cinema programmes; no polite censorship installed at Broad- 
casting House, to enforce the evasion of ‘dangerous’ issues; no 
snobbery in town or country; no peers; no temtorial magnates, 
no great employers with money tn spend on confusing their 
judgement; no pageantry of Grown or Court. There would 
have beeu just men and women, making up their more or' less 
active and instructed minds. Under such conditions, even if men 
and women were ignorant, the scales would not be weighted 
against common •sense, and the natmral leadership of the more 
intelligent would have S, fair chance to assert itself in every little 
group of which the' great society is made up. There Vould not be 
the contrast there is between intelligence armed with money- 
power, and intelligence without* it. Education is* important to 
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make democracy work wellj but no large amount of it is indis- 
pensable to democracy. What is indispensable is the eradication 
of undue influence. ' . 

Demotn'acy and the Election 

It will no doubt be objected that, in face of all these obstacles, 
the electors of Great Britain in fact voted for the Labour Party in 
numbers sufficient to give it a very comfortable parliamentary 
majority, and that their having done so proves that Great Britain 
is really a democracy after all. It does nothing of the sort. It 
proves only that the IBritish constitution has come, as a result of 
successive changes both in the size of the electorate and in 
its economic and, social status and its education, to embody 
important elements of practical democracy, including a power 
in the hands of the electors, when they know their own minds, 
to put a Government of their choosing into office. It does not 
prove that such a Government, having assumed office, can do, 
without let or hindrance, anything that those who put it into 
office would wish it to do. Its power as a Government is in 
practice limited by the necessity of not dislocating the day-to-day 
working of the economic and social system; and it has in practice 
to walk warily whenever it is faced by any powerful vested interest 
in control of an important economic or social function. It cannot, 
even if it would, set out to change everything at once; and because 
it cannot it must square such innovations as it does make with, the 
continued effectual operation of all the essential existing institu- 
tions that it is not ready'co replace at once. This necessity acts on 
an innovating Government by pushing it continually in a con-: 
servative direction, and by compelling it to offer inducements to. 
many groups and institutions that are in opposition to it to refrain 
from sabotage, and to continue to play their several parts in the 
conduct of society as a going concern. The House of Lords is not 
less an instrument of plutocracy, or the class of rich men less an 
anti-democratic force, merely because the Labour Party has won 
a majority in the House of Commons and is in command of the 
offices of State in Whitehall. The aristocratic social order goes on 
side by side with the democratic majority in Parliament, and does 
not forfeit its power and influence merely because there has been 
a change of Government which it disliltes. 

What Kind of Democracy have We been Et^hting For? 

The question I want to ask, and to which evei7thing I am 
saying here is related, is this. If we are all, in a manner of speak- 
ing, ‘democrat's’ now, which of these various kinds of democracy 
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are we making our ideal, or our objective? Have we been fighting 
the Nazis simply to make the world safe for Mr. Churchill’s kind 
of ‘democracy’ — ^which in my opinion is no democracy at all, but 
merely aristocracy, or even plutocracy, with a popular flavour- 
ing? Or is our aim something much nearer what I have described 
as the common creed of Socialists and Radicals, with its denuncia- 
tion of privilege in both its aristocratic and its plutocratic forms, 
and a positive emphasis on giving the ordinary man and woman 
the chance not merely to vote, but to understand what they are 
voting about, and to play an active part in the control of society, 
to any extent to which they are minded so to do? Related to this 
is the question whether we believe in mass action as somehow 
good in itself, and hold that all democrats oughfr to think alike, or 
on the contrary value differences as contributions to* a many- 
faceted truth, without ever losing hold of the faith that there is a 
real distinction between good and evil, and that, though it is 
possible to pursue the good in varying ways, there are also men 
who pursue evil, and must be mercilessly put out of the way Of 
achieving their ends. 

Political Judgment 

It is, I am sure, very important to get our minds clear about 
this question of the ‘right to differ’ and its place in a democratic 
society. It is so easy to argue that, among alternative courses, one 
must be right and the rest wrong, and that, in matters of opinion, 
there must be one correct theory, and all. the rest must be wrong. 
This is simply untrue. Among alternatives, one will lead to a and 
& and c, another to d and e and/, and a third to g and h and i. 
But a and d and g may all be good, b and e and k all bad, and 
c and / and i all neutral or doubtful. Which course is right? 
I have to choosej because the three alternatives are incompatible. 
I have to sacrifice things I believe good, in order to achieve 
things I believe better, or to avoid things I believe worse. Surely 
men are bound to difer, in such circumstances, in the choices 
they make, even if they are all willing as well as they can. It is 
only the one-eyed person, who is convinced that some one thing 
matters more than all the world besides, witp can confidently 
assert that everyone who wills differently Irom himself must be 
willing wrong. ^ 

Now, there are^moifignts in history when some one thing is so 
vitally irnpprtant t^at everything else has to, giveaway. Wc in. 
Great Britain faced' sucffia moment in iggg, aird shotild have 
faced it sooner. The Russians facfid such a moment in 1917; the 
French in 1789. At such moments there are only two possible! 
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sides, a right and a wrong. But this is irot the case under normal 1 
conditions, or in relation to the vast majority of the decisions we j 
are called on to nfake. Much oftener, there are several possible I 
courses, though it may happen that two of them, having become i 
the battle-cries of the leading political groups, are argued about | 
almost to the exclusion of the others. All these courses have 
demerits: perhaps not all of them merits. But even if some are 
wholly bad, it does not follow that one, and one only, is wholly | 
right and good. We may, by arguing, be able to find a way that 
combines part of the advantages of more than one course, with i ; 
fewer disadvantages than would be involved in taking any single I 
course alone. Such argument is of the essence of democratic pro- 
gress, as I see it, and is indispensable if progress is to be made i 
without unnecessary suffering. But — and this is what the mere i 
liberal is so apt to leave out — ^the argument is fruitful only if the j 
thoroughly bad courses are thrown out at an early stage, and i 
their advocates not allowed to spoil the rest of the arguing, and if 
there is a sufficient common element of values among the rival 
advocates who are left in the field. Compromise as an outcome of 
argument is a most excellent thing when it is made between 
persons who agree in their fundamental aims: it is the very devil 
when, it is allowed to become a compromise between good 
and evil. 

The political relevance of all this is that political differences are 
fruitful when they rest on a basis of broad human agreement 
about aims, but not otherwise. The moral is that a strictly disci- '/ 
plined party, though if may be a necessary evil for making and 
for consolidating a revolution, is not likely to be in the long run 
a good instrument of democratic construction, It is foolish to 
refuse discipline — even strict discipline — in the face of the enemy: 
it is most unwise to impose it when the matter in hand is one of 
planning a course of action among friends. 

Accordingly, there is no absolute answer to the question, ‘How 
much disciplining of thought and action ought there to be?’ In 
order to make democracy, where it is not, the democratic forces 
may need a great deal of discipline, and similarly where it is a 
case of upholding threatened democracy against attack. . But in 
running a stably based democracy the element of discipline 
should be very small, and always getting less, or the discipline 
will oust the democracy andwe shallbe b^k at tyranny over again. 

Democracy arCd the Rule of the Majority 

It is sometimes said that the^eaning of democracy is that the 
will of the majority prevails. That is wrong. True, in a democracy 
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when there is an absolute clash between two rival views, neither 
of which admits of modification without sacrifice of vital prin- 
ciple, the will which has most persons behind it ought to prevail. 
But it is not democratic for 51 per cent, of the persons to forge 
their will on the other 49 per cent., if a way can be found of giving 
another 20 or 30 per cent, a good deal of what they want without 
the 51 per cent, getting much less of what they want. Decisions by 
bare majority are always unsatisfactory, and never easy to work. 
A democracy which has a common basis of agreed principles can 
often avoid them, by giving firee rein to discussion among its 
friends. But there remains the exceptional case of head-on con- 
flict on a matter that does not admit of compromise or a way 
round; and in such cases alone can democracy Be identified with 
the prevalence of the majority view. Such cases, we have seen, 
arise much more intractably in revolutions or wars than in the 
tasks of normal social construction. But they do arise in both 
types of situation; and the democi'at who, to save his liberalism, 
omits to take account of them, is lost. 

The Pattern of Post-war Living 

What pattern of living, then, are we setting out to establish in 
post-war Britain? Let me ask the question more specifically, by 
taking the case of a town — say Plymouth— of which a large part 
has been blown out of existence by air attack. How are we to 
rebuild it? There were in it, before it was blitzed;, rich men’s 
houses and pocfr men’s houses, rich men’s shops and poor 
men’s shops, rich men’s quarters and poor men’s quarters. Are 
we setting out to put them all back, just as they were? Up to a 
point, of course not; for nobody is moposing to rebuild the slums 
just as they were. But beyOnd that? Do we envisage the remaking 
of Plyniouth as the putting back of a shell to fit the old social 
structure, or as a part of the process of creating a new social order? 
If we rebuild poor men’s quarters and rich men’s quarters, poor 
men’s shops and rich men’s shops, and all the rest of the old 
contrasts, shall we not be implying a wish to rebuild the old class- 
relationships of which the bricks and mortar and the ferro- 
concrete were the physical embodiments? We shall. 

And yet, it mayfee answered, what else are we to do? We must 
build our cities for those who are to live in them, and if the 
inhabitants are in fact divided into social and ecoiaornic classes 
we must give each class its appropriate provision, or things 
will not fit. Do we really expecf Lord Astor and a dockyard, 
labourer to live in the same sort of house, or to shop at the same 
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shops, or to live in any essential respect the same sort of life?i 

Here we really ^re up against the necessity of deciding what 
we mean. In post-revolutionary Russia the Lord Astors, unless 
they fled abroad, were actually reduced to living pretty much the 
ame lives as the dockyard labourers, or even to faring worse. 
That levelling was part of the revolution, and, as things were, an 
essential part. After a time, no doubt, a new basis of differentia- 
tion appeared, much less extreme than the old. The higher 
officials, managers, scientists, artists and writers, and so on, got 
considerably better houses than ordinary people: and so did 
stakhanovitc manual workers, when they wanted them more than 
other things. But the new well-to-do of the Soviet Union were a 
quite different class from the old rich of Gzarist Russia; and the 
gulfs were a great deal less wide, as well as less impassable. 

Should we now be setting out to rebuild our bombed cities in 
the social mood of the Russia of 1917, or of the Soviet Union 
to-day, or of the Great Britain of 1939, or in what other mood? 
It may be answered that our future class structure will be settled 
not on the plane of city-building but elsewhere; and I agree. 
But the question is none the less pertinent, and needs to be 
answered. 

A Common-sense Answer 

I suppose most people on the British ‘Left’ would answer, if 
they were willing to say what they really thought, that they were 
not expecting a British sevolution on the Russian model, and did 
not desire one. Even the Communist Party put out in 1945 a 
tentative immediate programme which was no more revolu- 
tionary than that of the Labour Party, and much less so than the 
‘splinter’ programmes of Sir Richard Acland’s Common Wealth 
and James Maxton’s I.L.^. Accordingly, few would sugge.st 
that we ought to take as our pattern of post-war living that of the 
Russia of 1917, which was essentially a pattern based oir violent 
social revolution. I fancy that the favourite answer would run 
roughly like this. ‘We ought to replace the slums with well-built 
houses, built up to a reasonable standard of accommodation, 
equipment and amenity. We ought to build enough neW houses, 
of an equivalent standard, to end overcrowding and to provide for 
new families. We ought to do these things in such a y^ay as to give 
adequate space, air, light, and garden grofund. We ought to build, 
not merely houses, but also communal buildings enough to make 

a No disrespect is meant to Lord ^tor, who has actually taken a notable 
part in attempting to get better treatment for Plymouth and other badly 
damaged towns. 
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each district a centre of rounded social intercourse. We ought to 
mix up houses of different sizes and designs, so as to avoid one- 
class dormitory suburbs. For the rest, we ought to give no permits 
for the erection of big houses for rich people, or of luxury buildings 
of any sort, until the needs of the ordinary people have been met — 
and perhaps, by that time, a good deal of the demand for luxury 
buildings will be found to have melted away.’ 

That, surely, is a very sensible answer, as matters stand in Great 
Britain to-day. It is not a demand for ‘democracy,’ in any full 
sense,’ but it is a demand for a decisive priority for democratic 
over other claims. Such a demand is the characteristic attitude of 
progressive British opinion in respect of many things besides the 
building of cities. It is essentially what the Labour Party is putting 
forward; and it is also the spirit in which the Beveridge Report 
was written. In practice, it amounts to asking, in respect of new 
and constructive measures, something not very different from 
what is being done to-day in the Soviet Union, but to leaving in 
existence for the time being a great many things , which were 
firmly uprooted in the Soviet Union after 1917. 

Can It be made to Work? 

This is the right policy — if it can be made to work. It fits in with 
the highly complicated class structure of British society, which 
cannot be simply divided up into proletarians and exploiters. 
It squares with the prevailing temper of the British people, who 
are singularly without class hatred. It is calculated to avoid the 
extremes of class conflict at a time when we shall need all our 
energies to re-establish the British economy on secure foundations 
in world trade and exchange. There is everything to be said for it 
— ^if it will work. 

Whether it will work or not depends mainly on two things— on 
the making, and the practical acceptance by opponents, of enough 
changes in the basic economic structure of Great Britain to render 
a policy of full employment workable, and on the success of the 
Labour Government in administering our collective affairs 
steadily and courageously, but also tactfully, on the suggested 
principle of ‘democratic priorities.’ 

Take, for example, this question of building. There will be an 
acute shortage of houses for years to come, whatever is done to 
provide them: nothing can now alter that. But it v^l make a great 
deal of difference to the® feelings of the many who wiU be wanting 
houses they cannot get if they see big houses; Or pr 
shops being built for rich people^ who can affbrd to bid high for 
getting served first. This is not mere envy; for the diversion of 


resources to luxury building will obviously slow down the satis- 
faction of more urgent needs. 

Democratic Priorities 

This principle of ‘democratic priorities’ is of the widest applica- 
tion. In hundreds of branches of production, the most profitable 
course is still to produce luxury goods for those who are prepared 
to bid high for them, and to leave the general run of the poorer 
consumers to , wait. Nor can this be prevented without a con- 
tinuance of public control, such as was imposed during the war 
in order to ensure priority for essential supplies. I do not mean 
that control will necessarily prevent it; that all depends on who 
operates the control, and in what spirit. What is incontestable is 
that it cannot be prevented at all without control. 

The Future of Wartime Controls 

Yet there is already going up in some quarters a grand clamour 
for the speedy removal of the wartime controls. Those who make 
this clamour usually pretend to be actuated by a strong belief in 
‘freedom’ and to be the protagonists of the small employers and 
shopkeepers whom the ‘Controls’ are ordering about. Actually, 
they are for the most part the persons who hope to be left free to 
use their money in getting what they want for themselves, even if 
this means leaving much more urgent needs unmet. They include 
also, of course, the opponents of Socialism, many of whom at every 
opportunity conceal thd defence of their own monopolist interests 
behind a pretence of zeal for the small shopkeeper or the ex- 
soldier who wants to set up in business for himself. 

For my part, I have much sympathy with the small employer 
and the small shopkeeper, and as intense a hatred of bureaucracy 
as he can possibly have, even if he swallows the Daily Express 
whole. I want to see the ‘Controls’ operated on the side of the 
small producer or trader, wherever he renders a tolerably 
efficient and useful service; and I cannot abide red tape and 
civil service routineers. But I am not prepared to let the whole 
tribe of monopolists and exploiters of the public get away with it 
by posing as the defenders of the small man’s freedom. Arrange- 
ments we must have for giving priority to democratic over 
aristocratic or plutocratic , claims; and that '•involves control. 
A-ccordingly, we must set to work to deifiocratise the ‘Controls,’ 
and not to sweepj them away; and clearly the indispensable first 
step towards doing this was to get a Government which was fully 
committed to’the principle of ‘democratic priorities.’ 

646 . 


Educational Priorities 

I have spoken of towns and houses, but evidently the same thing 
holds good of schools. The Education Act of 1944 purports to be 
a democratic measurej but it will not work out democratically 
unless a real effort is made to staff and equip, and as soon as 
possible to build, the new secondary schools up to a standard of 
real parity with the grammar schools and the so-called ‘public’ 
schools. Nor will it work democratically if large numbers of 
schools are allowed to contract out of the principles of the Act 
and still to draw public money in ‘direct grants’ to enable them to 
maintain their old ways unchanged. It will not work demo- 
cratically, if ‘classics’ are encouraged to look down their noses, as 
they have done hitherto, at technical education, or if headmasters 
and headmistresses are chosen preferably from among those who 
believe in the class system and will do their best to turn out pupils 
who believe in it. This does not mean that only Socialists or 
Radicals ought to be made headmasters or headmistresses; for 
party allegiance is no sure way of separating snobs from demo- 
crats. It does, however, mean that a holocaust ought to be made 
of Boards of Governors consisting largely of Blimps, and per- 
petually in search of masters and mistresses made in their own 
image, In education, as elsewhere, the principle of democratic 
priorities should hold the field. 


Industrial Priorities 

The other requisite — a sufficient change in the structure of 
industry both to ensure full employment and to make democratic 
priorities prevail in the economic* sphere — ^I shall not discuss 
further here, as I have already discussed it in earlier chapters of this 
book. Instead, I propose to go back to the general question of the 
pattern of life after which we are proposing to live. To what 
extent is it to be a democratic patternf If we are not to make 
short work of our privileged classes by any direct and immediate 
attack, such as took place in Russia, we shall have them with us 
still for some time yet— albeit perhaps with diminished incomes, 
prestige, and power for mischief. We shall,'‘^hcrefore not be able, 
even if we would, to ^t to work making for ourselves a new 
pattern of living such as the men and women of the Soviet Union 
have been making since 1917. We shall be adapting our existing 
pattern, not making one which Wjjll be almost wholly new. What 
sort of adaptation do we mean it to- be?,' 
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The Social Pattern of Post-war Britain 

On the economip side, the adaptation of a pattern, as con- 
trasted with the making of a new one, involves lifting up those 
near the bottom of the social scale to the level of those above, but 
not so very much, above them— for more than this the national 
income cannot immediately be made big enough for us to do, 
especially if we make no direct attack on the continued existence 
of the privileged classes. A realistic way of putting this is that we 
are setting out to enable the slum-dwellers to live at the standards 
of those at present living on the better council estates. That is the 
sheer economics of the matter; and, even economically, it is quite 
a formidable undertaking. Socially, it is much more formidable; 
for it involves processes of education in standards of health 
behaviour and cultural habits which, as the experience of evacua- 
tion has taught us, cannot be carried through in a day, or without 
immense efforts and an immense enlargement of our social 
services, especially in personnel. So far, however, the task, 
though formidable, can be clearly defined. But shall we be 
satisfied if we enable our slum-dwellers to remodel their ways of 
living on the pattern of the respectable inhabitants of a good 
Coimcil estate? Even that would be much, but not nearly all we 
want, if we are democrats. It is possible to paint a quite idyllic 
picture of life in a good council house, with nice (or seeming- 
nice) furniture (bought on the instalment plan), a tolerable wire- 
less set, a patch of garden, cheap heating and lighting on an all-in 
scheme, good water supply and sanitation, reasonable cupboard 
space and room for the pram, safe playing space for the children 
and a fair school reasonably near at hand, shops not too far off 
for the housewife, and a pub and a cinema within easy reach. 
By no means all Council tenants now enjoy these things; but we 
are setting out to make at lehst all these generally accessible for 
those who want them. Axe they enough? 

In a material sense', they are nearly all we can afford to aim at, 
for the present. Add to them what has been urged earlier in this 
volume in the way of Community Centres, Health Ceiitres, 
Civic Restaurants, playing-fields and parks, and you have the 
utmost we can hope to achieve for some time to come, in the way 
of bricks and mortar and the physical environment generally. 
What more than this do we want? What more can we reasonably 
expect to achieve? > 

The Building^'of Democracy 

The answer^ must surely be : more sociable and neighbourly 
way of living,^ and a more widespread and active knowledge of, 
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and participation in, the collective affairs both of the small society 
of the local community and of the great society of the nation, and 
beyond the single nation.’ If we are to build democracy, we must 
build democrats to take part in running it, not only nationally, 
but in every local and functional group of which the great society 
is made up. Unless a spirit of active political and social interest 
pervades these groups, no sort of constitutional machinery can 
yield democratic results. 

How, then, are we to set about the stimulation of this demo- 
cratic spirit in the daily thoughts and doings of the people? 
Education, especially adult education in its newer and further- 
reaching forms, is of course part of the answer. But education is 
not the whole answer, or even perhaps the major part; for educa- 
tion will never appeal to the main body of the people unless it is 
directly connected with doing as well as learning. If men are 
asked to learn only about national or world problems which seem 
too remote for most of them to have any prospect of influencing 
their course, some will be interested, but most will give at best no 
more than a superficial attention, if any at all, and this superficial 
attention will fail to make any real impact on their minds or 
views of life. 

Life in Town and Village 

There is, in effect, no real school for democracy except the 
school of action. Of the political conditions of this schooling I have 
spoken at large already: here I am concerned with it as it affects 
the pattern of living in town and village. Unless we can establish 
in these centres of social activity democratic ways of life, we may 
whistle for democracy on the national and international planes. 
Some will say that, if this be so, we may indeed whistle for it, 
because the requirements of efficient administration wilf compel 
us to organise our local government over larger and larger units, 
in which the ordinary citizen will be hardly nearer to the seat of 
power than he is in the affairs of the whole nation. But I cannot 
sec that this need be so, unless we wiU have it so. I am not denying 
that, for certain services, larger units are needed, and even larger 
units may be needed ere long. But to take this as a proof is to ^ 
regard local government as having fixed functional frontiers, 
whereas in truth its frontiers are in process of being enlarged and 
require much mbfe enlargement. Suppose we do organise our 
main health services, our; educatidn, our towff and country plan- 
ning, and our public utility seryidfes round ;regipnat centres with 
authority over large areas, does ^at really leave^nothing to be 
done collectively on a small scale? I shall be told that our existing 

■ ■■ 649, 


small units of government, the Parish Councils in the country 
districts, ai-e notoripus failures; but why do they fail? 

They fail, in the first place, because hardly anybody is trying to 
help them to succeed. The administrators are against them; for 
the administrators are trying to concentrate authority in their 
own hands. They have no tradition of achievement, because they 
have been given no targets at which to aim, and no help in 
formulating policies of their own. Finally, they are set in the midst 
of the most undemocratic part of our society, in a political sense; 
for the countryman has been long trodden down by his ‘betters,’ 
and has taken refuge in a private life that holds aloof from public 
affairs as being none of his business. Thanks to improved eco- 
nomic conditions; the countryside is beginning to wake up at last, 
and may prove, when it is roused, to possess an unexpectedly 
strong natural talent for democracy. But the results of this 
awakening cannot show themselves at once: for the immediate 
future, if we are minded to try out the capacities of small-scale 
direct democracy, we must make our main trial of it in the towns. 

The towns, then, I say, should have their equivalent to Parish 
Councils — their Ward Committees and Ward Meetings, or what- 
ever we may choose to call them — ^representing the citizens of 
quite small neighbourhood units such as Professor Fawcett has 
insisted on in his writings, and Professor Abercrombie in his now 
celebrated Plans. The functions of the bodies representing these 
neighbourhood units should be centred upon the management of 
Community Centres, qf Health Centres in their non-medical 
aspects, of primary schools, of communal restaurants, and of play- 
grounds and open spaces. The local Councillor representing the ; 
Ward, or a section of it, should act closely with the elected com- 
mittee of his ward-mates, and should carry their views to the 
larger Council of the city dr the town. The local Member of 
Paiiiament should report to them, or to their delegates; and the 
delegates should report back, so that his conduct can be 
thoroughly discussed. The Ward Meeting should be the primai’y 
cell of democracy, the place where oijdinary men and women, 
acting together in small things, can learn to deliberate together 
about greater things, and to control their representatives in the 
wider spheres of local and national government. 

World Order and the Spirit of Community ^ /' 

None of tl^s, I know, fits in with our present pattern of living, 
or with its tendency, which is to divorce the ordinary citizen more 
and more from doing things in^olitics, and then complain of his 
lack of political interests and his apathy about education in 
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citizenship. How can we expect him to be anything but apathetic 
when, in the vast majority of cases, the education he is offered has 
no relation to action, or at any rate to any action that seems to 
him to fall within the range of his powers? Ordinary men and 
women can only understand what is at stake at Dumbarton Oaks 
or San Francisco, or for that matter at Westminster, if they can 
visualise it as a magnification of their own practical affairs. Pre- 
venting Fascist aggression in the world is, after all, at bottom the 
same thing as keeping in check an unneighbour ly neighbour who 
steals one’s apples or garden tools, and never returns what he has 
borrowed, or commits persistent ‘nuisance’ by his insanitary or 
drunken habits. But people do not see the problems as the same 
unless they have learnt in practice to deal with flreir neighbour in 
an orderly way, as a community acting together. Nor do they see 
the national problems of government and organisation as 
analogous to the little problems of their own street or block of 
flats or housing estate, unless they are given a real place in the 
collective management of their small, local affairs. 

If we mean democracy, we must live together in a more com- 
munal and neighbourly way, and run our own local affairs more 
as self-governing communities. Education, in school as well as 
among adults, should constantly foster this way of living; and the 
whole endeavour of government from higher up should be to hand 
power down and not to engross it. Within the existing scope of 
local government, this can hardly happen; for the technical pres- 
sure towards administrative centralisation is too strong. The 
answer is— -Widen the functions, to include the new territories 
I have mentioned, which are mainly functions capable of being 
organised, subject to co-ordination by larger authorities, on a 
small scale, and indeed must be so organised if they are to be in 
any real sense democratically arranged. 

It comes to this. If we are content with what I called at the begin- 
ning of this chapter ‘Ghurchillian democracy,’ nothing can save 
us from getting steadily less And less democratic as the technical 
scale of operations gets bigger. More and more functions will get 
into the hands of ‘functionaries’; mpre and more power will be 
concentrated in the hands of a few men who will manipulate all 
the devices of modern propaganda to keep the people bemused 
and practically apathetic. Only if we set out to build the ‘radical’ 
democracy which I contested with the Churchillian variety shall 
we be able to make little men the masters of a world^iven over to 
hugeness by the scale of its technical achievements, And even 
so, we shall not be able at firsto to build more ijian a partial 
democracy, because the surviving elements of privilege and 


power will be alien to it, and incapable of participating in its 
development. » 

All this, be it borne in mind, is written on the assumption that 
there will be no British Revolution. It is written on the assump- 
tion of a democratic policy which will attack existing vested 
interests no more than is necessary to secure the foundations of 
a new order, but will strenuously resist every attempt of the 
vested interests to gain fresh ground. It rests on the assumption 
that this policy, which is the Labour Party’s and in essence that 
of most 'progressives,’ will be competently and stubbornly, 
though moderately, pursued, and on the further assumption that, 
to the extent to which this is done, there will be no counter- 
revolution. If these assumptions should be falsified, the needs of 
the situation will become altogether different; and so, I think, 
will the people’s mood. For, unless the people get something near 
to full employment, real social security, and a housing programme 
they regard as not much worse than the best that circumstances 
allow — to name only the most obviously expected things— their 
mood will quickly change, and the tolerance and moderation 
that characterise it now will not endure. What the new mood 
under these circumstances would be, or whose cause it would 
serve, I do not know. But I hope it will not be provoked into 
existence. 



PART FIVE 


INTERNATIONAL DEVELOPMENT 



« 



CHAPTER 1 


THE PROBLEM OF INTERNATIONAL 
INVESTMENT 


The tasks oe restoring the world’s economic equipment 
shattered by war and of developing the economic capacities of the 
baclcward countries so as to raise standards of living are first and 
foremost tasks calling for investment in capital goods. The lost prO' 
ductive capacity cannot be put back, or the undeveloped capacity 
brought into active existence, without investment of capital on a 
very large scale. Capital goods are not, of course, the only requi- 
sites for economic development; for the knowledge of the right 
way of using such goods is also indispensable. Where it is a matter 
of restoring what has been broken, the knowledge can in most 
cases be assumed to exist; where new industries have to be created 
the knowledge has to be brought into existence as well. Let us, for 
the moment only, set aside this second factor and concentrate our 
attention on the need for capital investment in devastated and in 
backward areas alike. 

Capital investment always involves the use of man-power, as 
well as of materials, for making things destined not for immediate 
consumption but for adding to the resources available for use in 
the future. It can be employed to creatS roads or houses, which 
will be gradually consumed over long periods, or to create instru- 
ments of production, which will be used to make goods until they 
are worn out or rendered obsolete by the invention of improved 
machines. It can also be employed to improve the productive 
quality of land, or its amenity value, or to create schools, hospitals, 
and other puhlic erections which will contribute either to raise the 
productive quality of the people or to improve their conditions of 
life. Every such application of man-power and materials neces- 
sarily involves, for the time being, a subtraction from the quan- 
tities of these things that can be made available for meeting the 
demands of iihniediate consumption. It may not involve the 
production of fewer, goods and services for consumption than 
would otherwise*have been produced; but it can fail to involve 
this only if man-pbWcrwould have been left unemployed had the 
capital goods not been made. OnThe assumptions (Jf full employ- 
ment, the production of capital ^oods — that is, real investmen t— 
always involves a smaller output of consumers’ goods and services 
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than would have been available if economic effort had been 
devoted entirely to maldng things to be used up at once. 

Of course, if this %vere to be done, a community’s productive 
capacity would not stand still: it would rapidly deteriorate. 
A substantial fraction of each year’s productive effort has, in 
every community, to be devoted to maintaining productive 
capacity, quite apart from increasing it. In Great Britain, for 
example, it has been officially estimated that, in 1938, out of a 
gross investment of ^690 millions (excluding iirvestments made 
by public bodies) no less than millions went on replace- 
ments and renewals of existing capital goods, leaving only ^350 
millions for the increase of capital resources. Moreover, another 
^45 millions was accounted for by the using up, without replace- 
ment, of stocks of goods which existed at the beginning of the year: 
so that the sum-total of new 'investment in capital goods was not 
even ^^350 millions, but only about ,^305 millions. There Was, no 
doubt, in addition to this some net real investment by public 
bodies in houses and other buildings, roads and bridges, and other 
equipment ; but the total was irot large . Out of a total private income 
of about ;^4,6 oo millions, excluding incomes which were merely 
transfers made by way of taxation, the British people, in 1938, 
applied about 6^ per cent, to increasing their stock of capital goods 
with a view to higher production and consumption in the future. 

Such estimates are necessarily no more than approximate; but 
they are good enough for the purpose in hand. Obviously, the 
higher the standard of living among a people is, the less difficult 
it becomes to set aside a proportion of its productive resources for 
adding to its capital store. As against this, the jooorer a country is, 
the more investment it needs to lift itself out of its poverty by 
improving its productive power. This is the classical case put 
forward in favour of foreign investment by the wealthier countries 
in the less advanced. The former, it is argued, can spare the 
capital, which will, moreover, tend to yield a higher return when 
it is invested in areas where capital is scarce than it could in 
countries where capital resources are already plentiful. Therefore, 
the investors in the richer countries will benefit from getting high 
returns On the money which they lend for buying, instruments of 
production for use in the poorer countries; and the borrowers will 
benefit as well, because the invested capital will leave a surplus 
even after the charges for interest have be.en meli. 

Foreign InvesMent under Capitalist Conditions 

This is the capitalist doctrine .pf foreign investment, reflecting 
the actual practice on which such investment has been based. 
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There have, of course, been many instances in which capitalist 
investors in foreign countries have lost their j^oney, sometimes by 
putting it into commercially unsotmd projects and sometimes 
because of the borrowers’ default. But on the whole, foreign 
investments have yielded high returns to the capitalists of the 
wealthier countries; and in practically all cases the Governments 
as well as the company promoters in the more backward countries 
have had to pay a large toll in interest or dividends bn any 
money which they have borrowed from abroad. 

It follows that foreign capital has been available only for 
projects which have seemed likely to yield high returns, or in 
respect of which Governments have been prepared to accept 
responsibility for the payment of high rates of interest, Nor has 
this been the only limiting factor on the supply of foreign capital 
for the economic development of the backward countries. Where 
such capital has been brought in, it has often been introduced 
under the auspices of foreign companies, which have developed 
their enterprises in such a way as to fit in with their own needs 
rather than with those of the countries in which their investments 
have been made. This applies particularly in the case of mineral 
development. Large foreign capitalist concerns which have 
wanted supplies of raw materials for their own enterprises have 
come into a backward country and exploited its mineral wealth 
for their own purposes, but have usually preferred to limit 
development on the spot to the extraction of the raw minerals, or 
at most to the earliest stages of working Jhem up, the later stages 
of production being carried on in the more advanced areas. The 
foreign concerns have, in addition, usually brought in their oWn 
skilled and Supervisory labour, at wages and salaries a long way 
above those paid to the labour of ihe country in which the in- 
vestment is made; and these foreign employees have usually 
remitted a large part of their eaiuings abroad. In such cases, 
most of the revenue derived from the natural wealth of the 
backward country has been apt to accrue to the capitalist con- 
cerns abroad arid to their foreign einployees, and little or no 
capital which could be used for further development has accumu- 
lated in the backward country. The work carried on at the mines 
and smelting works has of course increased the amount pf in- 
dustrial employment and has done a little to relieve the pressure 
of population in“ the peasant areas. But the contribution thus 
made to raising the standards of income in the backt^ard countries 
has usually been quite small; 


The Main Needs of the Backward Countries 
If the problem of,economic development were envisaged from 
the standpoint of the peoples of the backwai-d countries rather 
than to suit the convenience of the foreign capitalist concerns, 
plans of economic development would be worked out in quite a 
difFerent way. The most urgent needs of the backward countries 
are (i) to improve standards of agricultural production, (a) to 
improve transport conditions, so as to secure better access to 
markets, both at home and abroad, (3) to produce at home 
supplies of cheap consumers’ goods, such as are needed by peoples 
emerging from a very low standard of life, and (4) to develop 
improved public utility services, especially electricity and water, 
for town and courftry alilce. These four things are set down not in 
an order of priority, but as needing simultaireous action withiix 
a general plan of economic development. 

(i) Agricultural Productivity. The improvement of agricultural 
production is partly a matter of knowledge, and is closely bound 
up with the spread of education. But knowledge alone may help 
the peasant but little, imless he has the means of applying it — 
capital to put into farm buildings and equipment, the improve- 
ment of the soil, and the introduction of superior stock, and also 
access to markets that will enable him to resort to more diversified 
forms of agricultural production. The peasant often farms at a 
very low standard because for want of capital or of access to 
markets he has no means of farming in any better way. The pro- 
duction of eggs, vegetabjes, fruit and milk, for example, depends 
on the possibility of getting the goods to a market where they are 
wanted with reasonable speed and without paying too heavy tolls 
to middlemen on the way. Such production also calls in each area 
for more capital than the traditional routine of peasant agri- 
culture; and the peasant, usutflly in debt and compelled to sell his 
produce speedily at all costs in order to obtain the wherewithal to 
pay his rent or meet mortgages and other moneylenders’ charges, 
is in a very bad position for borrowing capital for further develop- 
ment of his farm. The conditions of rural water supply are often 
very bad, and severe drought may sweep away the results of the 
peasant’s labour. Public application of capital is needed in many 
areas for irrigation as well as for the Supply of water for stock. 

(s) Transport. Transport conditions are thus closely bound up 
with the raising of agricultural standards.' The backward 
countries have for the most part few railways— -and what they 
have were often built much more for strategic reasons, or to suit 
the interests of foreign companies, or for other reasons which have 
little to do with the welfare of the areas through which they pass, 
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than for purposes of internal economic development. These 
countries have few good roads : indeed, most of the rural areas are 
served only by tracks which hardly anythihg has been done to 
improve. River navigations helja the districts adjacent to them; 
but most rivers have not been developed for transport, and there 
are few of the canal links which are needed to join rivers up into 
a network serving laz'ge areas. Road construction of a type that 
can be used by motor traffic is an extremely costly affair. It is 
quite beyond the resources of local governments in backward 
territories, and cannot be tackled at all except by energetic State 
action, which has rarely been forthcoming, and indeed requires 
a kind of Government very different from those by which most 
backward countries have actually been ruled. . 

It is a further important factor that the railway systems of the 
backward countries of Europe, and to some extent their road 
systems too, were constructed to serve quite different areas from 
those which are now under the jurisdiction of the separate 
national States. This applies particidarly to the territories which 
up to 1918 belonged to the Empire of Austria-Hungary; for the 
new frontiers established after the first World War cut right across 
the old arrangements of transport. It often happened that the 
easiest route in respect of transport for the peasant’s produce — or 
of course for local industrial goods— was effectively barred 
because there ran athwart it a frontier at which high customs or 
transit duties were levied; and there might be no alternative 
route by which the excluded products could reach markets 
within their own State. * 

This problem of railway development raises vital and difficult 
issues. Ought railway systems to be reconstructed on the assump- 
tion that each -State is to build up its own internal arrangements 
by itself, with little regard to what isdOne in other States, and that 
high customs duties, obstructing the movement of goods to the 
most convenient markets, are to remain the common practice? Or 
can we look forward, over large regions, if not over Europe as a 
whole, to commereiar conditions which will make it easy to 
market goods where they are wanted and can be conveyed at 
least real cost? Oh the former assumption, it will be necessary to 
build up in each State a transport system designed 
facilitate carriage from place to place within its own frontiers, ahd 
to relegate the question of international communications to a 
minor place— -to the great and obvious economic loss of most of 
the peoples. On the latter assumption, railway as^well as river 
transport plainly calls for inter:national planning at least on a 
regional scale, and the opportunities for the peasafits to diversify 
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and specialise their methods and forms of production are likely to 
be very much increased. 

(3) Production of Consumers’ Goods, Thirdly, as I said, plans for 
the economic development of the backward countries ought to 
include provision for the production of supplies of cheap con- 
sumers’ goods of types needed by populations living at or emerg- 
ing from very low standards of consumption. Here at once a 
difficulty arises. It is obviously necessary in the first instance to 
select for development industries which do not ca,l,l for a high 
degree of skill, or at any rate for a high proportion of skilled 
labour. Moreover, where labour is plentiful and capital scarce, 
there is obviously a balance of advantage on the side of industries 
which use a high«proportion of labour to machinery and other 
capital goods. This is one factor which tends to favour mining; 
for most types of mining are, in the phrase of the economists, 
‘labour-intensive,’ whereas modern manufactures, carried out on 
a large scale, tend to become more ‘capital-intensive’-— that is, to 
require a large expenditure on capital goods for each worker 
employed. In face of the shortage of capital, it is necessary to look 
in the first instance largely for industries which can be conducted 
with relatively inexpensive capital equipment; and fortunately, 
quite a number of the industries producing everyday consumers’ 
goods fall partly into this category. Many kinds of textiles and 
clothing, including boots and shoes, as well as furniture, processed 
foods, and a good many miscellaneous consumers’ goods can loe 
turned out with reasonable efficiency in middle-sized factories 
using only a moderate amount of capital equipment and only a 
modest proportion of highly skilled labour and technical super- 
vision. 

It is, however, not to be expected that in most cases the back- 
ward countries, even if they can establish such industries as these 
in a tolerably eflicient way, will be able at the outset to be as 
efficient as the corresponding producers in advanced countries 
who are armed with more capital equipment and much greater 
manual, technical and managerial skill. In the long run, the 
industries of the less developed countries may be able to catch up; 
but it would be absurd to imagine that they are likely_ to be able 
to begin as the equals of the mass-production industries of more 
developed countries in turning out cheap consumers’ goods. In 
the past, the countries which have set out to develop industries 
have usually regarded this inferiority as constituting a valid case 
for tariflf protection — often put forward ostensibly as a temporary 
measure, to give the new manufacture time to find its feet. This 
tariff system, however, has worked out very badly. The tariff has 
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often served to bolster inefficiency raffier than to stimulate 
improvement; and it has also become the basis for endless wire- 
pulling by interests of every sort and kind. Moreover, the tariff 
method has usually meant that each country has tried, by means 
of high duties, to attract to itself whatever industries it could, 
with the result that in each country there have grown up a 
number of weak industries supplying only home markets, whereas 
much better results could have been secured if neighbouring 
countries could have agreed, under a regional plan, to develop 
complementary industries for the supply of one another’s con- 
sumers as well as of their own. 

Over and above all this, high tariffs have meant high prices to 
the consumers, and accordingly limited demand. It has often 
seemed to the manufacturer in a backward country more profit- 
able to aim at producing luxury or semi-luxury goods for the 
small wealthy or relatively well-to-do section of the population 
that can afford them than to endeavour to get down to prices 
which the main body of the people can pay. Occasionally, a 
foreign capitalist, finding himself shut out from a particular 
market by the tariff, has been led to set up a highly equipped 
mass-production factory inside the tariff wall; but in some such 
cases all that has been set up has been an assembling shop, or at 
most a factory for carrying through the final stage of manu- 
facture on goods mainly processed elsewhere. 

The problem that has to be faced is this. If new industries set 
up within the frontiers of backward countries are bound to be, at 
least at the outset, in most cases less efficient than the exporting 
industries of the more advanced countries, and if tariff protection 
is self-defeating because it tends to perpetuate this inefficiency and 
to keep up prices beyond what most of the potential consumers 
can aTOrd to pay, what is to be done? It has to be borne in mind 
that the problem is not mainly one of displacing imports by home 
products: it is one of making many more consumers’ goods avail- 
able at prices within the reach of populations which have hitherto 
gone lamentably short. In order to achieve this prices must be 
kept as low as possible, and assuredly nothing must be done to -» 
inflate them by protective tariffs. The did free trade answer would 
have been that nothing should be done to encourage industrial 
development under such conditions, because it would be clearly 
to the advantage of tM peoplekdf the backward countries to buy 
cheap imported goods rather than more expensreely produced 
home supplies. But this answer misses the point. The imported 
goods, however cheaply they mty be produced, (San be paid for 
' only out of the proceeds of the exports of the backward countries; 


and it may be impossible so to expand exports as to make payment 
for the imports whi«h the peoples of these countries would like 
to buy. If foreign exchanges are uncontrolled, pressure to buy 
imports beyond what can be paid for by means of exports at 
current prices will speedily raise the prices of the imports by 
causing a depreciation of the exchange value of the country’s 
money. If the exchanges are fixed or controlled, it will become 
necessary to limit the quantities of imports that may be brought 
in, either by imposing high tariffs or by direct quantitative restric- 
tion or rationing of foreign exchange. In none of these conditions 
will the poorer consumers be able to get the goods they need and 
want; for either tlip goods will be too dear, or only strictly limited 
supplies of them will be available. 

The only course that remains open is for the country which is 
setting out to expand its supplies of cheap consumers’ goods, while 
limiting imports within its national capacity to pay for them, to 
ensure that the factories which are set up within its frontiers sell as 
cheaply as possible and do not use the limitation of imported 
supplies as a means of exploiting the consumers. How is this to be 
done? It has been done in Turkey largely by establishing State 
factories, which have been carried on with a view not to 
maximum profit but to the expansion of low-priced consumers’ 
supplies. If necessary, the State can actually subsidise production 
in the new factories, while they are finding their feet. If it does not 
wish to run them itself, it can lease them to business men under 
stringent conditions regulating the prices at which the products 
may be sold. It must, of course, as part of such a policy control 
imports; and it will have in most cases to supply the capital and 
own the factories, even if it decides not to operate them directly- — 
for private capitalists, home oqforeign, will probably be unwilling 
to put up the capital unless they are given full freedom to exploit 
the public. 

The Need for Low Interest Rates 

The Governments, however, of the backward countries can 
afford to act in this way only if they themselves can get the capital 
which is needed at a reasonably low rate of interest; for otherwise 
the subsidy needed to bring the products within<thc means of the 
main body of the people will be too high tD be faced. The capital 
that is needed- will in most cases have to be raised partly abroad; 
for much of it will have to be spent on plant and machinery which 
can be bought only from the aavS-nced. countries. Part of the work, 
such as the erection of buildings, can indeed be financed by means , 
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of capital raised at home; and it is of vital importance that this 
should be done. But there is bound to remain a need for borrowing 
abroad, unless (which is most unlikely) the backward country can 
so expand its exjDorts as to pay directly for the imported capital 
goods without involving itself in serious difficulties over foreign 
exchange. 

In a few cases, the less developed countries are at the present 
time in a peculiarly favourable position for importing foreign- 
produced capital goods without foreign borrowing. This is where, 
during the war, they have exported to the belligerents large quan- 
tities of goods for which they have not been paid, with the result 
that they have now large credits in the advanced countries. India, 
for example, has huge credits outstanding in Great Britain; 
and so have some of the Latin-American countries, the British 
Dominions, and a few neutrals, such as Turkey. Countries which 
have such ci’edits in Great Britain or the United States can 
obviously use them, as fast as they can be set free from exchange 
restrictions, to buy capital goods which they would not otherwise 
have been able to afford. In the case of Great Britain, which will 
have for some time to come considerable difficulty in balancing 
its international current accounts by selling enough exports to pay 
for necessary imports, the existence of these credits constitutes a 
very difficult problem. If they were to be extensively drawn upon 
in the near future, nothing could avert a serious exchange crisis; 
for if exports to the tune of many hrmdreds of millions had to be 
sent out without the receipt of any imports in return, the British 
economy would be reduced to a parlous state. There must 
accordingly be sOme regulated arrangement for spacing out the 
liquidation of these wartime debts; but over whatever period pay- 
ment has to be spread, the creditors will be able to use them, if 
they so desire, in buying machinery and other capital goods to 
aid their own economic development. 

Most of the backward countries of Emope, however, have no 
such credits upon which they can draw— or, if they haye, the 
debtor is Germany, with a certain incapacity to pay for a long 
time to come. How far Germany can pay in the end will depehd 
on the policy followed in allowing the restoration of German 
industry and on the demands made, upon it for reparations. These 
are questions which are to be discussed in a later chapter; and 
I need say no more abput them now. 

To the extent to which the backward countries need to borrow 
capital from abroad, in order to purchase capital gcfbds, it will be 
vital for them to be able to borrow at low rates of interest. High 
rates, as we have seen, would make impossible the development 
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of local industries for the supply of cheap goods to needy con- 
sumers. It seems clear that, if interest rates are to be low, both 
lenders and borrowers must be Governments, or government 
agencies, rather than private persons or companies, and also that 
the intermediate commissions and other charges, which have so 
inflated the cost of ordinary commercial borrowing in the inter- 
national field, must be ruthlessly cut out. Governments which 
take the appropriate steps to regulate their own investment 
markets and to keep down domestic interest rates can get capital 
on cheap terms and can afford, subject to their own exchange 
positions, to lend capital on cheap terms to the countries which 
need it for reconstruction or development. Unless the requisite 
capital is actually* raised and lent in this way, it cannot be made 
available to the countries which need it on terms with which they 
can afford to comply. 

T/ie Button Woods Plan 

This problem, of the conditions on which capital is to be made 
available by international action for the reconstruction and 
development of the needy countries, was one of the main issues 
discussed at Bretton Woods in July, 1944, between the experts of 
the British and American Governments. The plan there worked 
out had two parts. One part of it dealt with problems of inter- 
national short-term credit and of currency stabilisation, while the 
other embodied a scheme for an international bank to facilitate 
long-term lending. The Bretton Woods Conference was attended 
by representatives of forty-four Governments; and all the dele- 
gates gave general assent to the conclusions. But they had no 
power to bind their Governments; and, though some years have 
passed since it was drawn up, and the proposed International 
Bank has been brought fornfally into existence, no one can yet 
say how far it is likely to be carried out. In relation to the whole 
of this problem, the United States obviously occupies the key 
position, as the only country which can possibly be in a position 
in the near future to make large international loans, and also as 
the main potential provider of short-term finance during the 
period of reconstruction. 

It is therefore significant that the Bretton Woods Plan as a 
whole came under strong fire from certain sections of American 
opinion, which professed to see in it a ^>lot both to make the 
United States the milch-cow of Europe and to encourage govern- 
ment participation in business to the detriment of “free American 
enterprise.” I'jie proposals for: ^ International Monetary Fund, 
designed to supply needy countries with short-term international 

66 if . " ''r ■ ' 


credits during the period of transition to normal conditions of 
stability, were, no doubt, much more actively attacked in the 
United States than the proposal for an International Bank of 
Reconstruction and Development, to supply long-term finance. 
Many American bankers and business men argued that there was 
no need for an internationally controlled fund for this purpose, 
and that, as America would be called on to supply most of the 
money, American financiers should be left free to make their own 
arrangements about the conditions of supply. This, of course, 
would have meant a return to the old conditions, under which 
needy countries had to pay dearly for such financial accommoda- 
tion as was accorded them. It was, in effect, a denial of the whole 
idea that the world’s financial problems need "tackling by inter- 
national action designed to prevent depression from being 
induced by the desperate efforts of needy countries to make their 
international payments balance. As against this, the plan for an 
International Fund, in the form in which it was originally put 
forward by Lord Keynes, was meant to have a definite expan- 
sionary effect. Underlying it was the idea that every country 
should pursue a policy of full employment, and that the additional 
purchasing power which economic expansion would require 
should be created internationally, in such a way that every 
country would be able to exercise an increased purchasing power 
over other countries’ goods. It was hoped that if, by this 
expedient, post-war production in all countries could be given 
a flying start, the processes of international trade would be set 
going and each country would be enabled to balance its imports 
and exports at a high level before the effects of the initial impulse 
had worn off. The project emerged very much modified when it 
had run the gauntlet of American criticism and had been further 
mauled at Bretton Woods. In its final form, while it retained a 
little of its original expansionist character, it was much more 
a plan for restoring the international gold standard than for 
stimulating international trade. 

Nevertheless, to many who disliked it in its final form, it seemed 
unwise to reject it, provided that there Went with it the/parallel 
plan for an International Bank with the function of organising 
long-term loans. The Banlc for Reconstruction and Development, 
in the form in which it enaerged at Bretton Woods, is to have a 
capital stock of lo,oqG,million dollars, of which only one-fifth is 
being called up in the e'arly stages of its work, the rest being called 
for as it comes to be needed. Each country adhering to the arrange- 
ment for an International Mon(g:ary Fund is to l;jecorne a sub- 
scribing member, either directly or through its GentraTBank. 
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Ten per cent, of the capital called up is made payable in gold 
or dollars, and the rpst in the currency of the subscribing country. 
With the capital thus raised the Bank is empowei’ed to make loans 
or to give guarantees in respect of loans raised elsewhere, but only 
up to a total sum equal to its subscribed capital. The loans and 
guarantees are to be made only for specific projects of reconstruc- 
tion or development; but they are to be available equally for 
restoring assets damaged or destroyed by war and for creating 
new assets. Special regard is to be given in making loans to 
countries which have suffered as a result of enemy occupation or 
of hostilities carried on upon their lands. 

Loans are to be made by the Bank either to Governments or to 
any form of business, industrial or agricultural enterprise carried 
on in any member country; but where loans are made to any 
party other than the Government of the country in which the 
proposed work is to be executed, there is to be, as a condition of 
the loan, a firm guarantee of both principal and interest by the 
Government in question, or by its Central Bank. There is a further 
proviso that loans are to be made by the International Bank only 
when it is “satisfied that under prevailing market conditions the 
borrower would be unable otherwise to obtain the loan as reason- 
ably.” In every case, projects involving loans are to be scrutinised 
by a specially appointed committee, and the loans are to be given 
only if the committee approves. 

In addition to making loans of its own, the International Bank 
is authorised, on a muclj, larger scale, to subscribe to loans raised 
by other agencies, and to borrow money, over and above its own 
funds, for the purpose of subscribing to such loans; and it is also 
entitled to guarantee loans made by private investors, making a 
charge of from i to per cent, for this service. 

r. 

Commentary on Bretton Woods 

It is easy to see that the terms proposed at Bretton Woods for 
the operation of the International Bank were meant to circum- 
scribe its functions. Its direct loans were to be subject to con- 
ditioirs which involved that they could be made in practice only 
for very large operations passing beyond the limits of private 
finance; while the power to' subscribe to or guarantee loans made 
by other agencies was meant to ensure that the Bank should be 
used to facilitate the operations of private international financiers 
rather than jLo become their rival. Particularly in the TJhited 
States, jealousy of any extended state intervention in the tasks of 
reconstructiorvand developmen|; is very strong; and the plan was 
acceptable, where it was accepted at all, only because of the 
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obvious fact that private financiers, however eager they might be 
to secure the profits of reconstruction and development, would 
not be prepared to accept the risks involved in major projects, 
even if they were reinforced by unilateral guarantees from the 
Governments of the borrowing countries. The financiers wanted 
a security implicating their own Government; and even the 
hardest-headed business men realised that it was impracticable to 
ask for full guarantees while rejecting any control at all. 

Accordingly the linked proposals made at Bretton Woods for 
an International Monetary Fund and an International Bank 
emerged as a compromise, heavily weighted to meet American 
objections because it was mainly to America that the rest of the 
world had plainly to look for the accommodation which was 
required. It is to be noted that the Americans wrote into the bank 
plan a special clause laying down that “the Bank shall impose no 
conditions that the proceeds of a loan shall be spent in the terri- 
tory of any particular member or members” (that is, member 
countries). A similar condition was laid down in respect of private 
loans guaranteed by the International Bank. The object of these 
provisions is to prevent the Bank from being used to make or 
facilitate loans the proceeds of which are to be used only in pur- 
chasing goods from a particxolar country. This is all very well for 
the Americans, who can rely under most conditions on having a 
considerable surplus of exports over imports available for foreign 
lending. Countries less fortunately placed may be quite unable to 
afford to make loans which may lead to a demand not for their 
own goods but for dollars to be used? in buying goods from 
America. Great Britain, for example, has now, in view of the loss 
of income from foreign investments, to pay for imports mainly out 
of the proceeds of export trade, and will certainly have for some 
time no surplus out of which loans can be made on conditions that 
will allow the borrowers to spend them where they will. Great 
Britain will be in a position to supply, by way of loan, capital 
goods which are an addition to normal exports, and will therefore 
be in a position to make loans which can be used to buy such 
goods. But loans of this kind, owing to the American attitude, will 
have to be made without any guarantee or participation by_ the 
proposed International Bank. This need not matter, provided 
the British Government is prepared to assume the responsibility 
for making the Idkns. Private financiers are rnost Unlikely to make 

them on reasonable terms without the State’s guarantee; and the 
State, if it is to be called on to guarantee the loa&, had much 
better make them itself. 

{4) The Development of Public Utilities. One of the &lds in which 
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large international loans will be most urgently needed for some 
time will be the development of public utility services in the back- 
ward countries. Th<f gigantic progress made by the Soviet Union 
in the economic field has been based mainly on the intensive 
development of electric power. The Soviet Five Year Plans were 
pioireered by Lenin’s original plan of mass-electrification, which 
was laughed at when it was first put forward on the ground that it 
proposed a provision of electric current far in advance of possible 
requirements for a long time to come. It was precisely because 
power supply was thus planned well ahead of current industrial 
needs that the Soviet Union was able before long to make the vast 
strides which it did make in both industrial and agricultural pro- 
duction. The key to successful economic planning for the develop- 
ment of baclcward regions all over the world is to be sought largely 
in the growth of electric power, based on water wherever the 
necessary conditions for intensive hydro-electrical, production 
exist. The achievement of the Tennessee Valley Authority in the 
United States, in face of many artificial handicaps imposed by 
private interests, has shown the immense possibilities of agri- 
cultural as well as of industrial progress in hitherto backward 
areas under the impulse given by electrification based on water 
and carrying with it the damming and control of rivers, with 
beneficent effects on huge areas of agricultural land. The great 
rivers of Central Europe, no less than those of Russia, offer scope 
for large-scale development on T.V.A. lines. What has been done 
by the Russians in the Dnieper and by the Americans in the 
Tennessee Valley coulcf be paralleled in the Danube area and 
elsewhere if the requisite arrangements could be made to create 
projects which would inevitably cut right across national terri- 
torial divisions. 

The DanuUan Problem 

This is indeed the point at which the cutting up of Europe into 
a large number of separate sovereign States, often bounded by 
rivers, comes most decisively into conflict with the economic needs 
of the peoples. The river Danube begins its long course in the 
Black Forest, flows through Bavaria into Austria, then between 
Hungary and Slovakia and on down the centre of Hungary to 
Belgrade and the Iron Gates. From a point some way east 
of Belgrade it forms for a long stretch past tHe Iron Gates the 
boundary between Yugoslavia and Roumania, and thereafter 
between Rodmania and Bulgaria aloirg most of their length, until 
it curves northward to part the pobrudja from Roumania proper, 
and to find its devious way to the Black Sea by the southern 
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frontier of Bessarabia— now part of the Soviet Union. Moreover, 
along all its length there flow into it important tributaries, so that 
all the ‘riparian’ States — ^i.e. those whose territory lies along its 
banks — ^have interests in it by no means limited to the immediate 
districts through which it flows. The Danube is one of Europe’s 
main commercial arteries. Stretches of it were regulated before 
the war by two international commissions — one set up after the 
first World War, the other much older — ^which afforded matter for 
many lively disputes concerning the rights of navigation, river- 
tolls, and similar questions; and it is also potentially the source of 
giant power, which could be applied to add immensely to the 
wealth and productive resources of every country which it touches 
in its long course. 

The weak international arrangements that have hitherto 
existed for the regulation of the Danube and of other great 
European waterways have been designed mainly to ensure at 
least some freedom of transit for the goods of the various countries 
interested in the navigation. The powers of the commissions have 
not extended to any matters beyond keeping the rivers clear and 
regulating the conditions of movement of vessels and barges and 
the right to levy tolls or impose restrictions on traffic. There has 
been no question of a concerted development of their water- 
power or of international plans for putting their water to use in 
improving the productivity of the entire regions served by the 
main rivers and their tributaries. Yet this is plainly needed if the 
countries of Central Europe and the Balkans are to be set on the 
road to an economic development comparable with that which is 
taking place in the Soviet Union. There ought plainly to be some 
sort of Danube River Authority, with powers comparable with 
those of the T.V.A., but operating pn an immensely larger scale. 

A Danube International Authority 

How could such an authority be constituted? It would 
obviously have to include direct representatives of the Govern- 
ments of the riparian States, from Germany in the west to 
Bulgaria and Roumania and the Soviet Union in the east, It 
would probably need to be constituted as some sort of inter- 
national corporation, with Governments as its controlling ffiare- 
holders and power to raise bonds to cover the capital cost of the 
extensive works which '^t would have to undertake. It could be 
made answerable, and in matters of high policy s\«bjectj to the 
Economic and Social Council which has now been constituted 
as one of the main instrument!? of the new Wcarld Authority 
brought!? ' existence at Dumbarton ©aks arid at San Francisco. 
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It is eminently the type of project which could be financed with 
the aid of the proposed International Bank of Reconstruction and 
Development, either by way of guarantee or by direct provision 
of the capital required, or by a combination of the two methods. 

The obstacles to the carrying out of such a project as this, apart 
from the sheer magnitude of the capital cost, are on the one hand 
the jealousies of the States which would have to collaborate in it 
and their insistence on the rights of national sovereignty, and on 
the other the desire of Great Powers which are not riparian States 
to share in the control in order to secure “equal access” for the 
commerce of all nations — ^in other words, to prevent the riparian 
States from agi’eeing upon any preferential conditions among 
themselves. The whole question thus becomes involved in the 
tussle of power politics between the Soviet Union on the one side 
and the Americans, backed by the British Foreign Office, on the 
other.) Even if the International Danube Valley Authority were 
in form purely a economic body, with no political powers or func- 
tions, it would be bound to exert a preponderant influence over 
the course of economic, and therewith of social, development over 
a large part of Central and Eastern Europe. Even if those in 
charge of it did their best to hold the balance even between the 
claims of the various States to shares in the advantages which the 
Commission would be in a position to confer, disputes would in- 
evitably arise, and some countries would inevitably allege that 
they were getting less out of it than they had a right to expect. This 
would occur to some extent under any conceivable political con- 
ditions; and of course it would occur much more if the countries 
concerned were bad neighbours than if they could be brought to 
live together as friends. The Commission could in practice work 
well and with reasonable smopthness only if it were enabled to act 
as the executant of a broad plan of regional development, nego- 
tiated in advance between the countries concerned and forming 
part of a general system of economic collaboration. Within the 
framework of a European system made secure against war and 
designed to promote the common welfare, backed by a common 
sentiment of fellowship among peoples and Governments and using 
the services of expert technicians and administrators, a Danube 
Valley Authority, and similar authorities in other key areas, 
would appear the most natural thing in the World. In the absence 
of such a system, or of the will to bring sirch a system into being, 
the D.V. A. may not be altogether impracticable, but its capacities 
are bound to be greatly circumscribed and the obstacles in its path 
will be formidable in the extreme. 

Yet how urgent is the i|eed, in this region and in others, for 
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concerted measures to develop productivity and so raise standards 
of living and social security among the peoples! We have seen 
already in outline^ how wide is the gulf in standards of life 
between the more and the less advanced countries even on the 
European continent — to say nothing of the still wider gulf that 
separates the we.althier countries from the dense populations of 
India and China or from the tribal communities of the African 
continent. The time has now come to examine these differences 
in somewhat greater detail, as a preliminary to making more 
precise suggestions about the needs of the world in the field of 
economic development and about the politico-economic implica- 
tions which any plan of development is bound to involve. 

1 See Part I, Chapter II. 


CHAPTER II 


STANDARDS OF DEVELOPMENT IN 
EUROPE 

i HERE IS NO FUNDAMENTAL reason wliy those who live by 
working on the land, or in rural occupations closely related to 
land work, should have lower standards of income than those who 
live in towns and work in industry, or in services such as transport 
and distribution, which have their centres in towns. Yet the 
differentiation in standards of life between town and country is of 
very long standing, and is often taken almost for granted. This is 
largely because it is much easier to make a fortune by trade than 
by tilling the soil, and much easier to expand the scale of indus- 
trial than of agricultural production, especially where land is 
scarce; and it is also partly because the wealthier people gravitate 
towards the towns in search of a more varied way of life and of 
larger opportunities than they can find in the country, and thus 
create a demand not only for luxury goods but also for all kinds of 
professional services, which provide the opportunity for a growth 
of the middle classes. Moreover, the towns serve the countryside 
not only as centres forobuying and selling, but also as places of 
resort for entertainment and professional advice; and industries 
tend to gather together in towns not only because they thus get 
nearest to valuable markets but also because, wherever an 
industry is made up of a number of successive processes or related 
specialities, the complementary firms which make it up find a 
convenience in being together. Indeed, many modern towns have’ 
grown up round the industries located in them by a sort of 
cumulation, When a nucleus of firms in a particular line of 
business has settled in a place, it suits others to settle near them, - 
quite apart from any natural suitability of the place itself as a 
centre for the type of production concerned. There may, or may 
not, have been originally some special reason why firms settled 
down in this or that place: the mere fact of their being there is 
often enough to attract others, even if ti}e original reason, where 
it ever cxistgd, has long lost all its force. 

In the earlier stages of urban industrial development, it was 
on the whole,true that the urb^irt workers, or a high proportion of 
them, were possessed of pjecial skills, learnt by apprenticeship 
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which could be regarded as entitling them to a superior standard 
of life. The typical urban workman prior to the advent of the 
factory system was the craftsman or artisan, l^Inder the so-called 
‘domestic system/ which prevailed in the more advanced 
countries before the advent of power production, a large part of 
the less skilled industrial work was done in the country districts. 
Indeed, from the end of the Middle Ages industry had been spill- 
ing over more and more from the towns to the country; for as long 
as there was no economic need to gather the workers together in 
large numbers in factories it was more convenient to put the less 
skilled work out to cottagers, including women and children, m 
the country areas than to concentrate it in towns. At first, the 
change to power-production did not involve Concentration of 
industry in urban centres; for the initial phase of the Industrial 
Revolution depended on water rather than on steam as a motive 
force. The first steam engines were pumping-engines, which could 
be used to raise water for turning water-wheels, but could not be 
harnessed directly to the machines. Only when James Watt and 
his successors had perfected the rotatory motion did steam become 
a direct source of machine-power. During the intermediate phase 
industry, whenever it desired to produce on a large scale, had to 
settle where water-power was available; and this prevented con- 
centration and indeed led to a dispersal of factories in remote 
areas. But as soon as steam-power, based on coal, could be applied 
directly to turning the factory wheels, the movement was reversed. 
Industry settled upon the coalfields; and there was no longer any- 
thing to hinder the aggregation of factories in a single centre. 
Often this occurred in areas which had originally attracted indus- 
trialists on account of the available water-power. But now such 
centres were able to grow without being limited by a shortage of 
sites along river-banks or by the Kmitatibns of the accessible 
water-power, Towns grew rapidly: such places as Bradford in 
Yorkshire and many of the Lancashire textile towns developed at 
extraordinary speed out of mere villages. Old towns, such as 
Manchester, grew at a remarkable rate. The industries which 
were in process of mechanisation were largely taken away from 
the countryside. Spinning, for example, which had been mainly 
a village occupation for the wives and children of the agricultural 
workers, became a great urban industry. Weaving, which had 
been carried on largely iji industrial villages in the East and West 
of England as well as in the North, was mainly concentrated in 
Lancashire and the West Riding; and the handloom -Reavers were 
driven out by the machinc-operatiyes who learnt themew trade of 
power-loom weaving. The metal trades also underwent a process 
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of concentration as soon as they became less dependent on water i 
as a source of power. The processes of metal manufacture settled . f 
upon the coalfields, whei'e iron and other metals were often | 
extracted in conjunction with coal. The finishing trades were i 
gathered together in or near urban centres — the steel tool and ! 
cutlery trades in Sheffield, for example, and the light metal trades j 
in Birmingham and the Black Country. j 

Much, as we hear of the intense sufferings of the workers in the j 

new towns and factories, it is certain that, for most of them, wages | 

were higher than for the country workers, who had largely lost the , i 
auxiliary eanrings which they or their families had drawn from | 
scattered ‘domestic’ industries, and had been unable to force up i • 
agricultural wages in face of the rising costs, of living. Of course, j 
the mere fact that earnings were higher does not imply better , f 
standards of living. The principal sufferings of the workers in the J 
factory districts were due less to low wages, when work was to be , f 
had, than to discontinuity of employment, to almost incredibly : 1 

long hours of labour under very bad factory conditions, and to f 
revolting houses and sanitary arrangements, or the lack of them, 
and a nearly complete absence of any provision for recreation or : 
amenity except the gin-shop. Wages were, indeed, very low by 
modern standards in the more advanced countries; but in this | 
respect the lot of the agricultural labourers was so much worse as I 
to induce a continual migration from the countryside into the 
towns, .:4' 

Industrial Development, Past and B'utiire I 

The purpose of this brief historical disquisition is not that of s 
writing a ‘pocket’ history of the Industrial Revolution in Great i 
Britain, but rather that of enquiring how far the same conditions i 
are likely to accompany the industrial development of areas 
hitherto dependent almost exclusively on peasant agriculture, . ■ 
accompanied by small-scale handicrafts carried on in the country 
as well as in the towns. There are, of course, large differences in 
the basic economic conditions. Great Britain in the Industrial A 
Revolution was first in the field with large-scale methods of • 
factory production, and secured, in the industries to which the ^ 
new methods were applied, a long lead in efficiency over other 
countries. Consequently, the revolutionised British industries pro- 
duced, from the very outset, for a world market, ousting the older 
handicraft trades of other ebuntries as well as of Great Britain, ! 
and were not much interested in increasing the purchasing power i' 
of their own employees, as long as they could look for expanding ' 
markets in the rest of the .world. The entire emphasis was laid on ■ [ 

674 " J 


cheapness of production, as a means to the conquest and expan- 
sion of the world market; and this led to aq insistence on low 
wages — the more so because there was an acute shortage of capital 
for industrial development, and the capitalist who saw the chance 
of expanding his sales had largely to depend on his own profits as 
a source of capital accumulation. This caused him to regard what- 
. ever he paid out in wages beyond the barest minimum as so much 
subtracted from the capital which he could accumulate out of his 
takings — an attitude which largely accounts for the intensity of 
the struggles between the classes of employers and employed in 
Great Britain during the first half of the nineteenth century. 

Industrialisation in backward countries is bound nowadays to 
follow a different course. Under the conditions which have existed 
hitherto it has often centi'ed round the exploitation by foreign 
concerns, or with foreign participation, of mineral resources 
destined to be worked up into finished products, or even into 
semi-manufactureSj in the plants and refineries of the, more 
advanced countries. The foreign investors, or those who control 
the investment, have in such cases very often no desire to develop 
manufactures in the backward country. They want tlie processing 
of its valuable materials to be reserved as far as passible for them- 
selves, When manufacturing industries are developed under 
foreign auspices, they are often limited to assembly or to the 
working up to a final stage of materials largely processed in the 
more advanced countries. Development of this kind is often 
stimulated by tariffs designed to give a preference to home manu- 
facturers; for such tariffs usually protect the foreign capitalist who 
sfets up a finishing factory within the tariff frontier and often allow 
him to carry on a large part of the manufacture in his own 
country, provided only that he finishes and assembles the product 
in the country which has set up thS protective wall. No doubt, 
there are also cases in which capitalist groups set up manufactures 
in the less advanced countries in order to get the benefit of cheap 
labour; but such instances are relatively few, except where there 
is a tariff inducement as well, or an obviously large economy in 
working up materials to an advanced stage of production where 
they are found. 

In most cases the advantage of low-paid labour, even if it can 
be obtained, will not enable a backward counti-y to compete on 
equal terms with more ^vanced countries in branches of manu- 
facture which demand at all a high degree of skill from any 
considerable proportion of the work^ers employed in^feem. This 
applies everywhere; but the smsiller countries are under an 
additional handicap because of the: limitations of their home 
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markets and the tariffs which usually obstruct the export of goods 
to their iromediatQ, neighbours. The manufactures which call for , 
relatively little skill are in a good many instances those which 
require to be carried on upon a considerable scale and with the 
most expensive capital equipment. Native capitalists in most cases 
lack the resources for such development; and foreign capitalists f 
are seldom willing to undertake or assist it. A huge country, such ] 
as India, has been able to develop an extensive textile industry f 
based on modern machinery because of the vast size of its internal ' 
market— vast despite the very low living standards of the Indian j 
peoples— and also because of the presence of considerable accu- 1 
mulations of wealth in the hands of native capitalists. It by no j 
means follows that such countries as Bulgaria and Yugoslavia can { 
develop comparable industries by the same methods — much less j 
that this can be done in the desperately backward colonial terri- i 
tories of Africa. 

Of course, if there were no tariffs or import restrictions to 
obstruct the movement of goods across the frontiers of neighbour- 
ing bacliward States, the enlargement of markets would make it 
practicable to plan for production on a bigger scale. But, as 
against this, the throwing down of all restrictions would mean j 
that the manufactures of the less advanced countries would have j 
to compete in cheapness with those of the advanced countries; i 
and their ability to do this at the outset, even with the aid of cheap ' 
labour, is questioirable. Moreover, the necessity of such com- f 
petition would be a ppwerful influence in keeping down wages, 
whereas the successful development of manufactuiing industries is ■ 
bound to depend on a rising standard of consumption in the back- ^ 
ward countries. This raises questions about the relative positions 
of peasants and urban workers. It is true enough that a rise in ■ 
peasant standai'ds of living might create the requisite home ; 
market even if the industrial workers were very badly paid, and 
also that the peasants need really cheap supplies of industrial • 
goods. But it is no less true that peasant standards cannot be raised i 
without an improvement in the home market for agricultural 
produce, especially milk, vegetables, fruit and eggs, and that a 
higher urban standard of living is indispensable for providing this ? 
outlet. The peasants of the backward countries will never grow 
rich by depending mainly on crops for export to the richer 
countries; for this involves direct competition with the better- 
placed producers of the prairie countries, where land is plentiful 
and mechanised production can be easily applied. No remedy for 
the poverty pf the backward oauntries can be availing unless it is 
directed to improving simultaneously both rural and urban living 
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standards, by promoting the internal exchange of goods between 
the country and the town, Or rather, no remedy can be really 
successful unless it is based on liiiking together groups of neigh- 
bouring backward countries into ‘open door’ regions within which 
the exchange of agricultural and industrial products can be 
carried on without artificial obstruction. 

The Case for Regional Groups 

This, it will be seen, implies a grouping of the backward 
countries into economic regions working on the basis of common 
plans, so as to take advantage of the suitabilities of different areas 
for different types of production and to enable industrial develop- 
ment to be shared out in such a way that there will be a large 
enough market to make it practicable to produce each commodity 
on an economic scale. Round these regions as wholes there will 
have to be, for some time at any rate, either tariff frontiers or other 
instruments for regulating the volume of imports; for otherwise it 
will be impossible for the manufacturing industries which it is 
desired to develop to get a start in face of the competition of the 
more advanced countries. The new manufactures cannot in most 
cases possibly be as efficient at the outset as those of the advanced 
countries; and, even if they were, there would be under capitalist 
conditions the risk of concerted dumping — sale at specially low 
prices— deliberately designed to prevent the new manufactures of 
the backward countries from taking firm root. If we really want to 
see the backward countries raise their standards of living and 
relieve the pressure of their populations Upon the land, we must 
recognise that this cannot be done under a regime of universal 
free trade. It implies some sort of protection for the nascent manu- 
facturing industries of the less developed countries. But this pro- 
tection will only defeat its own end, by protecting unduly high 
costs of production, unless the backward countries throw down 
the tariff frontiers which isolate them one from another and group 
themselves in economic regions large enough to allow specialisa- 
tion and to provide their industries with markets wide enough for 
a fully efficient scale of production. 

Degrees of Industrial Development 

What are the conclusions which can be drawn from this 
argument about the future regional organisation of Europe in 
the economic field?: ; 

There are very wide differences in the degree of industrialisa- 
tion in the countries of Europe to-day— to say. nothing of 
differences between areas which form parts of the Same State. In 
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DECTEE OF INDUSTRIAL DEVEIOPMENT 
PERCENTAGE OF OCCUPIED POPULATION ENCAGED !N (cC) INDUSTRY, MINING 
. (a) (W (C) 

A. HIQHLV 1. GREAT BRITAIN 
INDUSTRIALISED 0931) 


SEMI - 

INDUSTRIALISED 


BG 41 6 F 

55 30 17 

49 30 21 

4 & 37 20 

46 16 36 

47 24 29 

7. aECHOSLoyAKIA 40 22 36 

39 25 36 


2. BELGIUM 
(1930) 

5. SWITZERLAND 
(1930) 

4, HOLLAND^ 
(1930) 


5. SWE^p 


mo) 


6. GERMANY, 
(1933) 


(1930) 

8. FRANCE , 

(1931) 

9. AUSTRIA 


10. NORVVAY , 
(1930) 


II. 


DENMARK. 

(1930) 


12. ITALY . 
(1938) 

C. LARGELY 13. HUN(3ARY. 
ASRICULTURAL (1930) 

^ 14. EIRE, 

(1936) 


15. GREECE 


16. POLA|;jlD 


1926) 

SD ^ 
,1931) 


17. FINLAND , 
(1930) 

. D. AGRICU LTURAL 16. YUGO,SLA'^IA 


(1931) 

EY . 
193S) 


19. TURKEY 

(is 

20. ROU 

(1930) 

2L BULGARIA 
(1934) 


38 30 32 

36 29 35 

36 32 35 

33 19 48 

27 20 53 
20 32 46 

19 19 62 

19 16 6S 

16 17 65 

13 6 79 

10 6 82 
9 13 78 

« a 12 80 


(OC) 


(a) 






a>) ■/ 
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APPROXIMATE PROPORTIONS 


IN TWENTY-ONE EUROPEAN COUNTRIES 


AND TRANSPORT f&)ALL OTHER OCCUPATIONS I c; AGRICULTURE, ^^ESTRV AND 



BASED ON NATIONAL STATISTICS WHICH ARE NOTON A UNIFORM BASIS. NO FIGURES 
AVAILABLE FOR SPAIN OR F'ORTUGAL 





assessing these difFerences, it is necessary to go back to pre-war 
figures and even, for lack of later information, to data which were 
already somewhat'out of date in 1939, The following Table 
attempts to ai’range the countries in order of industrial develop- 
ment, by taking from the national statistics the proportion of the 
total occupied population recorded as engaged on the one hand in, 
industry, mining and transport and on the other in agriculture 
and fishing, the remainder of those occupied being grouped 
together in a single miscellaneous category. The figures have 
many defects. The various national classifications are not uni- 
form; and there are in particular difficulties over the demarcation 
between agricultural workers and domestic fai'm workers, over 
the inclusion or 'exclusion of wives and childreia of farmers and 
peasants as ‘occupied jsersons,’ and over the inclusion of handi- 
craft workers with those engaged in larger-scale industry. But for 


Extent of Industrialisation in Twenty-one European Countries 



Year 

PercfifUase of occujned population 
ensaged in 

Industry, Agriculture, 

mining am fishing md AU other 
transport forestry occupaiions 

A, Highly Industrialised 

I, Great Britain 

1931 

53 

6 

41 , 

8 . Belgium . 

1930 

53 

17 

30 

3. Switzerland 

1930 

49 

81 

30 

4, tiolland . 

1930 

48 

80 

32 ' 

5, Sweden 

1930 

48 

36 

16 

6 . Germany . 

1933 

47 

29 

84 

D. Semi-industrialised " 

7, Czeclio.slovakia . 

* 93 ° 

40 

38 

88 

8 , France 

J 93 I 

39 

36 

25 

9. Austria 

1934 

38 

32 

30 

10. Noiway . 

1930 

36 

35 

29 

II. Denmark . 

19,30 

33 

35 

32 

18. Italy , . 

• 1936 

33 

46 

19 

G. Largely Agricultural 

13. Hungary . 

1930 

87 

53 

80 

14. Eire . . 

• 193 ^ 

80 

48 

32 

15. Greece . , 

igaB 

19 

6 a 

19 

16. Poland . , , . 

• 1931 

19 

65 

16 

17, Finland 

■ 1930 

i 8 

63 

17 

D. Agricultural 

18. Yugoslavia .„ 

' 1931 

13 

" : 

8 

1 9, Turkey . . ' 

V 1935 

; i» 0 '' ■ 

8 

: 80, Roumania 

. 1930 

9 

' 78 : : 

13 

81. Bulgaria . . 

:> .1934 

8 

80 

18 


: Approximate figures based on nafipnal statistics which are not on uniform 
basis. No figures are available for Spain or Portugal or Albania. 
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getting a broad view of the situation these inaccuracies and 
ambiguities do not greatly matter. 

It will be seen that the proportion of aft occupied workers 
engaged in the ‘industrial’ group (including mines and transport) 
ranged from 53 per cent, in Great Britain to only 8 per cent, in 
Bulgaria, whereas the proportion in agriculture and fishing ranges 
from 82 per cent, in Turkey and 80 per cent, in Bulgaria to a mere 
6 per cent, in Great Britain. No less significant is the difference in 
the miscellaneous group, which ranges fi:om 41 per cent, in Great 
Britain to 8 per cent, in Turkey and Yugoslavia. The largest 
elements in this group are, on the one hand, commerce, distribu- 
tion and professional services, and on the other domestic and 
personal service; and these are both much mhre prominent in 
wealthy than in poor countries. This can be seen clearly if the 
figures are further broken up. Here, for example, is the occupa- 
tional distribution within the miscellaneous group for a few 
countries drawn from different positions in the main Table, 

OacuPATiONAi, Distribution in Commerce, Public Administration and 
Professions and Personal Services for Certain European Countries 
{Per cent, of all occupied persons) 

Public 


Commerce administration, MisceUaneotes 


Great Britain (1931) 

and 

disiribtiiion 

I5'S 

uttTfnrnabT unujt, 

forces mi 
professions 

11-8 

' Personal 
Services 

ia-6 

iu pitetiHaneum 

ani^ 

uiiclassipei 

o-g 

Switzerland (1930). 

14-7 

5-3 

7-2 

2-2 

Holland (1930)^ . 

14‘0 

8-6 

7-6 

no 

Prance (1931) 

ia-5 

,9*1 

4-1 

— ■ ■ ' 

Denmark (1930) . . 

ia'3 

6-1 

lau 

1-3 

Austria (1934), . . , . 

I9'0 

: "8*4 

6-9 

3-0 

Sweden (1930) , . 

II-I 

6'4 

7*2 

0-7 

Italy (1936) - . ., 

8-7 

6-3 

3-6 

Czechoslovakia (1930) . 

a-a 

. 7-3 

4-4 

i '5 

Eire (1936) . . . . 

7-8 

7*3 

9-6 

6-6 

Hungary (1930) • • 

5-9 

6'a 

4-6 

3-2 

Poland (1931) , . 

5-4 

4-2 

2-8 

3-5 

Roumania (1930) . 

3’3 

5’6 

4-7 

— 

4-1 

Yugoslavia (1931) • , - 

a-6 

— 

Bulgaria {1934) . . 

a-4 

3-4 

2-5 

2'5 


lit this. Table, the column which groups together Public 
Admihistratioii, the Professions, and the Armed Forces is of little 
significance for our present purpose. What plainly appears is that 
in the wealthier counti;j:es the relative numbers occupied in both 
Commerce and Personal Services increase very sharply. There are 
no figures showing the numbers in Personal Services in Roumaina 
or Yugoslavia, where they cannot easily be separated from faiin 
workers; but the numbers engaged in such services except bn 
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fai’jtns are undoubtedly small. Personal Service of course includes 
workers in hotels, restaurants, and other institutions as well as 
private domestic seWants. 

Returning to the main Table and the accompanying Diagram, 
we may note that the countries have been assigned to four groups, 
according to their degree of industrialisation. The most highly 
industrialised countries are Great Britain, Belgium, Switzerland 
and Holland; but the last three have ail more than three times as 
high a proportion of agricultural workers as Great Britain, which 
in this respect stands quite alone. Sweden and Germany are less 
industrialised than the first four, and have substantially larger 
proportions of their occupied populations on the land. Sweden is 
notable for the small proportion engaged in service occupations — 
a clear sign of the less unequal distribution of incomes. 

To the second group are assigned six countries. In five of them 
there is a rough balance between industry and agriculture, 
whereas Italy has a considerably higher proportion of agricultural 
workers and a much smaller proportion than the others in service 
occupations. There is, of course, a sharp contrast here between 
the relatively industrialised north of Italy and the almost purely 
agricultural south, where very primitive conditions still exist. 
Austria presents a contrast between highly industrialised Vienna 
— the former capital of the Empire of Austria-Hungary — and a 
mainly agricultural ‘rest.’ Norway has large timber-workiflg 
industries on the one hand and a large fishing and merchant fleet 
on the other, Denmark is marked out by the high standard of its 
agriculture, which is ifi effect ‘industrialised,’ so that its agri- 
cultural population enjoys a relatively high standard of life. 
Prance and Czechoslovakia are (or were) neatly balanced, with 
a wide diversity of both industrial and agricultural production. 

In the third group are five countries, all mainly agricultural, 
but distinctly more industrialised than the fourth group. They are 
very diverse. Eire stands apart because of its high proportion 
engaged in service occupations or unclassified — and here the 
statistics may be at fault, but the old connection with Great 
Britain has probably sometliing to do with the high proportion 
of 9 -6 per cent, in Personal Service. Htungary and Poland both 
have patches of developed industry set in the midst of large agri- 
cultural areas. Poland inherited part of the Silesian coalfield after 
the first World War: Plungary’s industry^ is largely concentrated 
in the old imperial second cajpital, Buda^l^esth. Greece has been 
driven to seafaring and trading by the poverty of much of its soil. 
Finland resembles the other Sc|ndinavian countries, but is much 
less industrialised. 
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Finally, we come to four countries in which, approximately 
four-fifths of the total occupied population 's engaged in agri- 
culture. Yugoslavia has a slightly higher proportion in industry 
than the others, because of mining development. Roumania’s ou 
wells do not employ many workers, Turkey has developed indus- 
tries in recent years as part of its national plan; but they have not 
advanced far enough to have much effect on the occupational 
structure. Bulgaria, somewhat ahead of the others in agricultural 
techniques, is least industrially developed of all.’- 


Th Economic Map of Europe 

The highly industrialised areas of Europe, excluding the Soviet 
Union, consist of Great Britain, Southern Sweden, and a great 


Europb Showing Extent OF Indostrialisation, by Oountries, 1937 
(Vre-war Frontwrs) 

block of territory: in Western: and Central Europ^.. comprising 
Belgium and Luxembwg, Holland, Germany and Switzerland, 
r It should, of course, be horne in iri!nd tiiat all these figiaica relate to the 
pre-i 939 territories of the States concenied. 




Adjacent to this central block lie the industrialised areas of 
Austria, Czechoslovakia and Poland, which the Nazis attempted 
to incorporate in 'Germany, the industrial areas of Northern 
Italy, some of the most industrialised parts of France, including 
the Lille-Galais region and Lorraine, and also Denmark, which 
belongs to the semi-industrialised group. Great Britain lies just 
beyond the narrow seas. On the Map on page 683, the area 
coloured black exaggerates the size of the industrialised zone. Gut 
off from it most of Scotland, most of Sweden, and East Prussia, 
and you get a fairer picture of the space into which is con- 
centrated a very high proportion of the developed industrial 
production of Europe. 

To the south *of this industrialised area lie the largely agri- 
cultural regions of France and Italy — France and Northern Italy 
relatively advanced, Southern Italy and Sicily very backward in 
their agricultural techniques, Spain, except its fertile valleys on 
the sea coast, resembles Southern Italy in backwardness, and is 
even worse iddden by a landlordism that does nothing to improve 
the land or even to maintain its fertility. To the east of the indus- 
trialised area lie the plains of Poland and Hungary, parted by the 
Garpathian region which was part of Gzechoslovakia, but has 
now been transferred to the Soviet Union. Poland (excluding 
areas recently annexed) and Hungary are both predominantly 
agricultural, but not without important industries, whereas 
further south lies the great peasant region which embraces 
Roumania, Yugoslavia;^, Albania, Bulgaria, Turkey and Northern 
Greece. Finally, in the far north, the Scandinavian countries, 
including Finland, form a group differing in degree of industrial 
development but diversified and naturally fitted in many respects 
to act together, not on a basis of self-sufficiency, but by cultivating 
close common relations in thfiir commerce both one with another 
and collectively with the outside world. 

It will be obvious from a casual glance at the Map that indus- 
trialised Germany occupies a key position in relation to the trade 
of the mainly agricultural countries of Easterxr and South-eastern 
Europe. In 1938 Germany sent roughly a quarter of its total 
exports to, and received roughly a quarter of its total imports 
from, the mauily agricultural countries of continental Europe, 
The Nazis had, of course, sedulously pushed ,this trade in the 
endeavour to build up a complementary system between the 
industrial area which they aimed at including in Greater 
Germany aifd the regions which were to serve them as sources of 
agricultural, |nd in some case?, mineral, supplies. But the Nazis 
did not invent) though they intensified, the policy of exchanges 
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between Germany as a source of industrial products and South- 
eastern and Eastern Europe as a soxarce of agricultural supplies. 
Great Britain, by contrast, had only a quite siaall trade with most 
of the countries lying to the south and east of Germany. Greece 
was an exception,' but for-the most part British trade connections 
were elsewhere — ^with the Dominions and India, the United 
States and Argentina, and, in Europe, with Scandinavia, France, 
and Germany itself. British industry supplied little to the agri- 
cultural zone of Europe, partly because most British products 
were too dear (and of too high quality) for the Very poor con- 
sumers of this area, but also partly because British importers 
bought little from the area, so that there would have been great 
difficulties in the way of financing extensive- purchases from 
British industry. The Germans, on the other hand, had set out, 
long before the advent of the Nazis, both to produce goods 
marketable in the peasant countries and to supply credits for 
financing their purchase; and the ingenious, and often semi- 
fraudulent, exchange controls and barter arrangements associated 
with the name of Dr. Schacht were only methods of extending 
and adapting to Nazi aims an earlier trend of German industry. 

Lines of Development for the Backward Areas 
If now these peasant countries are to set out to supply more of 
their own needs for manufactured goods they must, in order to 
stand a chance of producing efficiently, work together. Their best 
chance lies, as we have seen, in developing the production of 
goods which require considerable amoxtnts of labour — for they 
have man -power in plenty — but only small proportions of highly 
skilled workers in the total labour force. Textile goods, processed 
foodstuffs, small metal goods, furniture and other woodwork, 
pottery and other household requisites, are obvious examples. 
Boots and shoes offer rather more difficulty, as needing cither 
more skilled labour or more costly machine equipment; but the 
difficulty could be overcome by careful selection of types. 
Bicycles— a much needed commodity in the agricultural areas— - 
can also be mass-produced with only a small proportion of skilled 
workers; and there is obviously a wide field for the standardised 
production of agricultural implements. If, however, each Country 
sets out to produce for itself over the whole of this wid.e range, 
costs are bound"to be high; whereas, if they can agree to pool 
their resources arid to share ouf the field among themselves, there 
is no reason why they should not be in a position tq produce at 
reasonable prices the simple, utility articles for which a large 
market can be most easily brou^t into being. 
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It should be emphasised again that this is not mainly a matter 
of displacing imports. It is a matter of raising standards of living 
so that total consumption of industrial products is rapidly 
increased. Naturally, in the process, some imports will be dis- 
placed — particularly imports formerly derived from Germany, 
where the industrial structure has undergone such immense 
damage. But even if, as a consequence of industrial development, 
these countries import from the rest of the world (excluding 
their trade among themselves) fewer of some products, their total 
imports will assuredly not fall off, hut will only change their 
character. Industrial development implies for them a large im- 
portation of capital goods; and the improvement of their agri- 
cultural techniques and of their transport systems will also involve 
large demands for imports. The aim of industrialisation is not to 
promote autarkic, even on a regional basis, but to add to total 
supplies, which have hitherto been woefully short. 

Standards of Consumption in Europe 

How poor in supplies most of these countries are I have 
attempted to show earlier in terms of the differences in national 
income per head of population between them and the more 
advanced countries. ^ There is no direct way of measuring their 
poverty in terms of consumption of industrial products, or even of 
measuring at all the consumption of peasants who depend largely 
on eating the produce of their own holdings. But we can get some 
idea of the low consumption standards which have prevailed 
hitherto by citing the results of enquiries made by the Inter- 
national Labour Office into the consumption of food by urban 
workers in various parts of the world. These enquiries are based 
for the most part on fairly small samples; but there is no reason 
to doubt their substantial correctness. They relate to annual con- 
sumption of the main foodstuffs by representative working-class 
households in the countries concerned, expressed in terms of 
consumption per adult male — ^women and children being counted 
as fractions of a ‘standard male.’ I have re-expressed the results, 
for the sake of simplicity, as percentages for each country of the 
consumption of each group of commodities of the consumption of 
the European country which stands at the head of the list. The 
Table on pp. 687-8 shows the results for each bf twelve groups 
of commodities and for as many Europeai? countries as I can find 
data to cover. A feW: non-European countries are added for 
purposes of comparison. 
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This Table brings out some interesting facts. In milk consump- 
tion, the leading countries in order are Finland, Switzerland, 
Sweden, (Argentine), Norway, and Holland, (Great Britain is near 
the bottom of the list, with only Poland and Bulgaria (and Chile) 
below it. Denmark is surprisingly low. In butter and oils and fats, 
taken together as a single group, the leading countries are 
Denmark, Norway, Belgium, Holland and Sweden — ^all well 
ahead of all the non-European countries included in the list. 
Great Britain here makes a better showing, but is only seventh 
among the European countries, though just ahead of the United 
States. In meat consumption (including fish) the leading Euro- 
pean countries are Norway, Sweden, Denmark, Belgium, and 
Austria, with Great Britain again a long way down, only just 
ahead of Germany. In sugar consumption, on the other hand. 
Great Britain heads the European list, followed by Sweden, 
Denmark, Switzerland and Finland. In fruit and vegetables, 
other than potatoes, a different grouping occms. The five leaders 
in this case are Switzerland, Holland, Austria, Hungary and 
Czechoslovakia, with Great Britain, despite heavy imports of 
tropical fruits, again near the bottom. In eggs Great Britain leads, 
followed by Sweden, Denmark, Belgium and Austria. 


Relative Consumption of Food among Industrial Workers in 
Certain Countries before 1939 
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97 

73 

94 
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15 
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63 
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53 
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33 

82 
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52 
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36 
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55 
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Relative Consumption of Food amono Industrial Workers in 
Oertain Countries before 1939 — continued 
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Compiled from data given in the I.L.O. Tear-Book of Labour Statistics. See 
note to Tabic on p. 690. 


Let us now reverse the process, and start from the bottom end. 
The countries with the lowest miUc consumption, stai’ting with the 
lowest of all, are Poland, Tinland, Bulgaria, Germany and 
Hungary. In butter and oils and fats the lowest are Poland, 
Bulgaria, Switzerland, Hungary and Czechoslovakia, with Ger- 
many coming next. In meat and fish, the list begins with 
Hungary, followed by Switzerland, Bulgai’ia, Holland and 
Czechoslovakia, Germany again coming next in the ascending 
order. In sugar, the worst showing is made by Bulgaria, followed 
by Germany, Poland, Plungary and Belgium. In fruit and vege- 
tables, the lowest consumption is shown by Finland, Denmark, 
Bulgai'ia, Great Britain and Norway; and in hggs by Poland, 
Finland, Bulgaria, Germany and tiungafy. 

Turn nexfe to the columns which show the consumption of 
cereals and potatoes — ^the starchy foods which supply energy, but 
little besides. Here the highest ebnsumption per head is shown by 
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Belgium, followed nearly by Poland, at some distance by Holland, 
and at a greater distance by Bulgaria and Germany. The lowest 
consumption of cereals is shown by Switzerlahd, and next at this 
end of the list come, in order, Austria, Denmark, Sweden and 
Norway, followed by Great Britain. The Biolgarians, who have 
the highest consumption of cereals, eat hardly any potatoes: the 
Belgians and the Poles are large consumers of both. 

A Rough Measure of Food Standards 

There is obviously no easy scientific way of evaluating these 
varying diets in terms of a common standard of nutritional merit: 
nor, if there were, am I at all equipped for such a task. But some- 
times an unscientific method will serve nearly asm^ell, if the object 
is to convey only a very generalised conclusion. There are many 
ways of making up a satisfactory diet; and what is best depends on 
climatic and local productive conditions as well as on personal or 
national tastes. The Germans, for example, supplement their 
otherwise deficient supply of fats by eating fat meat. The 
Norwegians eat very little butter, but a great deal of margarine 
made of whale oil: the Finns are great consumers of milk and 
butter, but eat hardly any fruit or vegetables, except potatoes. 
The Austrians take very little butter or margarine, but a great 
deal of oil — and so on. 

The unscientific, but I believe informative, way here chosen of 
evaluating the various national diets in terms of a common 
standard is that of taking, first, four alternative standards of vary- 
ing degrees of inclusiveness, and then of averaging them all, so as 
to arrive at a bi'oadly correct conclusion. The reader who does not 
like this rough and ready method is at liberty either to take 
instead one of the four standards which I have used in arriving at 
my conclusions, or to calculate aw alternative standard on any 
basis he pleases, I have no doubt that Standard E, in the Table 
on the page 690, does give a roughly correct picture of pre-war 
urban food standards in the countries of Europe, not from a strict 
dietician’s point of view, but including the factor of enjoyment as 
well as that of nutritional adequacy. 

The available infomlation leaves us in no doubt that Sweden 
was the best-fed country in Europe, or that the Scandinavian 
countries, as a group, had an exceedingly high standard. Bel- 
gium, oh almosf any reckoning, comes out surprisingly high, in 
relation to the level of wages and of national income per head. 
Germany; bn the other hand, stood very low, ahe^ only of the 
three countries which appear in the Table as representatives of 
Eastern and South-eastern Europe. There are no" usable figures 
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for Roumania or Yugoslavia; but it can be taken as certain that 
their position was close to that of Poland and Bulgaria, at the 
bottom of the list. France and Italy are other“countries for which 
no statistics are available. 

Productivity, Industrialisation and Consumption 

We may now try to see how these estimates of food consumption 
compare with the estimates of Colin Clark, quoted earlier in this 
work, of the national productivity per head of occupied popula- 
tion in the various countries, and also with the degree of indus- 
trialisation, measured by the proportions of occupied workers 
engaged in industry, mining and transport. The comparison is set 
out in the Table on p. 69a. 

This comparison brings out certain points very clearly. On any 
showing, Bulgaria, Yugoslavia and Roumania were at the bottom 
of the list, with Poland very near them and actually below 
Bulgaria in terms of urban consumption of food. Hungary was but 
little ahead. At the other end, Great Britain, Belgium, Holland, 
Denmark, Switzerland and Sweden stand clearly marked out as 
the most prosperous countries. A large agricultural industry is 
fully compatible with high standards of living if it is conducted on 
scientific lines, as in Denmark and Sweden, provided that there 
is no pressure of excess population on the land. It appears 
probable that Colin Clark’s estimates underrate the productivity 
of Belgium and Italy, and also perhaps of Finland and Norway, 
on account of undervaluation of high-graeje agricultural products. 
The position of Germany, which reflects conditions before the 
Nazi policy of full employment in preparation for war had taken 
effect, is probably put too low in terras of food consumption, and 
perhaps of productivity as well. But in general the close relation 
between industrial development arid high productivity per head 
comes out clearly, and ulso the coincidence between these things 
and large employment in service occupations.. 
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GHAPTER III 


THE OBSTACLES TO WORLD 
COLLABORATION 

In THE PREGEDiNG CHAPTERS/I have been attempting^ to 
envisage the problems of world development and of raising 
standards of living for the peoples of the world jpurely as technical 
problems — in termSj that is to say, of the resources available for 
their solution and of the best technical methods of improving the 
use of these resources, quite apart from systems of government or 
the balance of political forces. That is, of course, how the engineer 
naturally looks at the problem, when he is studying it as an 
engineer, or the economist, when he is studying it as an economist. 
The problem, looked at in either of these ways, is simply one of 
increasing the material well-being of hundreds of millions of men, 
women and children who, in spite of all the vast advances made 
by applied science during the past two centuries, are still living in 
desperate poverty. It is, from the scientific standpoint of either 
engineering or economics, a problem of immense waste of poten- 
tial productive capacity,' resulting in standards of life absurdly 
out of relation to a level of scientific apd economic knowledge 
that ought to be at the command of every people. Most of this 
knowledge is public property, in the sense that there is nothing to 
prevent anyone capable of understanding it from making it his 
own. There are no doubt parts of it, among the most recent of 
men’s scientific acquisitions, that ^re still the possession of par- 
ticular discoverers, or of companies protected by patent rights or 
armed with trade secrets, or of Governments— as in the out- 
standing case of the secrecy over the methods of applying atomic 
energy. But these monopolised sectors of the field of human 
knowledge as applied, or as applicable, to the arts of production 
cover_ only a small part of the whole, and in no way help to 
explain the immense differences in productivity between different 
peoples. WithouJ: one single discovery or technique that is made 
unavailable by secrecy.or by monopoly rights, the peoples of the 
more backward countries could be living at an immensely higher 
standard than they actually are if they had but 1;he means of 
applying a knowledge which is ig. theory as fully open to them as 
to the Americans or to ourselves. 
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Why the Backward Peoples Stay Backward 

The backward peoples, however, are not practically in a 
position to apply,' or. even to acquire, this knowledge, unless 
positive steps are taken both ro bring the knowledge within their 
reach and to help them in applying it. They are too poor to have 
the means of making themselves richer, however open, in theory, 
the road to economic achievement may be. The peasant cannot 
cultivate the land better, not only because he cannot afford to 
learn improved methods, but also because, even if he could afford 
to do so, he could not affiji’d to acquire the tools without the aid 
of which his knowledge could not be applied. The industrial 
entrepreneur cannot, afford to inti'oduce more up-to-date methods 
of production, save here and there, not only because he does not 
know how, but also because he would have to compete with even 
more advanced methods, based on a larger market and a higher 
specialisation than he can hope to command at first, and aided by 
a more skilled and factory-conditioned labour force than he can 
hope to enlist. Even if he can succeed in raising productive 
efficiency substantially above the level previously existing in his 
own country, he will find himself in competition with still more 
efficient producers in the more advanced countries, and will be 
able to survive only if he is given a protection against imports. 
But this protection, in the forms in which it has been given 
hitherto, has had the effect of raising the prices of industrial 
goods to the poor consumers of the backward countries, and has 
thus restricted instead of expanding the total market. The back- 
ward countries have been caught in a vicious circle; and the 
practical consequence has been that next to nothing has been 
done towards generalising over the whole world the advances 
made in the arts of production, despite the theoretical accessi- 
bility of most scientifo and technical knowledge to anyone who 
may choose to malce use of it. 

These are the economic obstacles to the realisation of the 
engineers’ or the economists’ blue-prints for raising standards of 
living throughout the world to a level corresponding to the 
present level of international scientific and technical competence — 
the word ‘international’ here meaning not limited to any par- 
ticular nation rather than in practice possessed in common by all. 
But there are, of course, over and above these cqonomic obstacles 
other obstacles, primarily political, of vdrich we have hitherto 
taken no account. The engineer or the economist, considering his 
problem pufely from the standpoint of his own technique, asks 
what needs to be done and ho\)n from the technical or economic 
standpoint, it can best be done: he does not ask, or at all events he 


is not professionally equipped to lay down, how the human 
obstacles, to the extent that they are neither technical nor strictly 
ecoiromic, are to be overcome. For example^* the economist can 
say that, for the raising of life-standards in Eastern Europe, or in 
India or China, it is clearly necessary to relieve the pressure of 
peasant population on the land by developing large-scale forms of 
non-agricultural employment, and that lor this purpose a large 
investment of capital Wilf be required. He can go on to point out 
that this capital will need to be applied in a balanced way, partly 
to the improvement of the conditions of agriculture itself— by 
land drainage, irrigation, and the provision of better tools and 
implements and of power usable on farms — ^partly to the develop- 
ment of transport and of marketing and storage facilities, and 
partly to the growth of industries and services directly for the 
satisfaction of consumers’ needs and desires; The engineer, given 
such an economist’s programme to work upon, will be able to say 
that drainage, irrigation, the development of electrical power, the 
building of roads and railways, and the improvement of river 
navigations can best take such and such forms, that factories can 
best be located in such and such places and equipped in such and 
such ways in order to suit the local conditions of production in 
relation to the consumers’ wants, and that, at any given level of 
prices, the proposed works and installations should cost roughly 
so much, and should call for the import and for the home produc- 
tion of such and such proportions of the total cost. What neither 
the economist nor the engineer can say is how the capital or the 
human driving force required for carrying these projects into 
effective execution is to be supplied. Neitlier can answer these 
questions, in his professional capacity, because they both involve 
human and political considerations in relation to which neither 
professes to be expert. • 

The Opposition to Development 

Yet these human and political considerations are evidently at 
the root of the whole matter. They are, moreover, highly complex. 
We, who belong to communities which have been through the 
Industrial Revolution, are apt to take it for granted that, if a par- 
ticular method of production promises to achieve a large increase 
in the output of material goods and a large decrease in thl effort 
involved in making each unit produced, the application of that 
method is clearly desirable and ought, especially in face of the 
manifest shortage of the means of good living, to bfe pressed on 
with all the energy that can be mustered behind it. This is a basic 
assumption on which our way of living, in Great Bfitain and still 
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more in the United States,’ plainly rests. It has also come to be the 
assumption on ■which the way of living rests in the Soviet Union 
and in Japan, But' it is not an assumption on which cither the 
ruling classes or the common people base their actions over the 
greater part of the populated earth. For many ruling classes 
in the economically backward countries, the development of 
advanced industrial methods would mean both a fundamental 
cliange in their ways of living and a vast loss of social and political 
power. Many individual members of these classes might no doubt 
be em'iclred, as many landowners were in Great Britain and else- 
where in the nineteenth century by the discovery of coal under 
their lands or the building of towns and factories upon them. But 
others— more niftnerous — would probably not be thus enriched; 
and there is the danger, no longer to be lightly disregarded, that 
tire development of industrialisation would let loose j^olitical 
forces that would confiscate the riches and make them common 
property, instead of allowing the pi’esent ruling classes to enjoy 
them. The objective existence of the Soviet Union, as a fori’nerly 
backward country in which this has actually occurred, is a 
powerful factor in setting the ruling classes of many countries 
against any process of development which, even if it resulted in 
a great increase of productive power, might at the same time stir 
up irresistible forces of social revolt. 

Nor is it only among the ruling classes that the, basic assvtmption 
of Western economic progress fails to find acceptance. The 
common people of England did not like the Iirdustrial Revolution 
while it was actually Happening. They hated it, and they had 
good cause to hate it, because of what it actually inflicted on them, 
not only economically, but also socially, The new industrialism 
destroyed the traditional life of the village: it abolished the village 
crafts and manufactures, and drove countless small cultivators 
and squatters off the land or from their homes; it reduced for a 
time a large proportion of the agricultural labourers to a con- 
dition of degrading serfdom under the Speenhamland system of 
poor relief; it flung hundreds of thousands of uprooted peasants 
under a factory discipline which revolted them, into conditions of 
hard work for long hours in overheated mills Or stifling mines, 
into formless, dismal, overcrowded) densely congested, ill-built 
cottages and tenements, making up towns which, were without the 
smallest saving element of citydom or spirit of community; and, 
finally, it treated them, not as human beings, but merely as 
‘hands’ to tfe applied to tlie new machines, or to be flung a.side 
rutUessly whenever no profit ■\iSfas to be expected from the use of 
their labour.^ The Industrial Revolution no doubt, in the end, 
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raised the material standards of living of the main body of the 
people in each country to which its methods were applied; but 
was there any country in which the Industrial Revolution was 
brought about with the goodwill of the common people, or with- 
out their bitter, human opposition to it? 

Yes; perhaps there was such a cotmtry — the United States, 
though there the change was bitterly opposed in the slave-owning, 
agricultural South. In the North, there was no hostility such as 
created in Great Britain the great revolts of Luddites, Trade 
Unionists and Chartists in the first half of the nineteenth century, 
for the good and simple reason that in America land was plentiful 
and labour scarce, so that industrial development could come 
about, largely with the aid of immigrant labout>and witliout any 
disturlsance of old, crowded peasant populations. The men and 
women who manned the early American factories went to them 
by choice, not under compulsion; and usually, if they wished to 
escape from them to the land, they could escape. The peoples of 
the Old World, when the great change came upon them, could 
not escape. The land needed not more but fewer of them: the 
towns engulfed them perforce. 

It would be a miracle if the common peoples of the peasant 
countries, however poor they may be, wanted industrial develop- 
ment under the conditions on which it has been offered to them 
hitherto. For industrialism has hitherto confronted these peoples 
mainly in the shape of a destroyer of their traditional way of life 
and of the sense of security — poor and insecure though it be by 
our standards — which living in a tradifionally organised com- 
munity does beyond doubt afford. Of course, I am not denying 
that men and women are found to seek employment in the mills 
of Bombay or in the mines of Rliodesia or in the oil-wells of 
Persia — or of course in similar eaterprises in the countries of 
Eastern Europe. In face of the pressure of population on the land, 
this is only to be expected; but it is to be observed that the peasant 
who leaves the land for industrial work is usually most reluctant 
to cut altogether his connection with his village and with his 
family and its land, to which he often looks forward to going back 
after some years of servitude in the town or mining encampment. 
What I am saying is not that labour cannot be found for mdustrial 
enterprises in the backward countries (though in some it has not 
been found without severe direct or indirect compulsion, e.g. the 
poll tax). What I ana laying is that nowhere does the pressure 
towards industrial development come from the comknon people, 
among most of whom it is regarded as a threat to the only way of 
living they are in a position to uifderstand, and as the imposition 
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of an alien rule of life, leading to a ruthless breaking up not only 
of their economic habits and securities, but also of the entire 
pattern of values on which their communities rest. 

There is, then, no welcome for industrialisation as such, how- 
ever much it may be the necessary condition of a ri,se in the 
standard of living for the peoples of the economically backward 
countries, either from the ruling classes in these countries or from 
the peoples themselves. Members of the ruling classes will no 
doubt often be ready to back particular j^rojects of economic 
develoioment from which tliey hope to derive personal profit; and 
members of the peasant classes will go to work in industrial enter- 
prises where the pressure of population on the land drives them to 
do so, or where tiiey can hope, after a period of factory or mining 
labour, to return to their villages with some store of money or 
goods which they can use to advance their status or standard of 
life. But the ruling classes will not support projects of development 
which are designed to enrich the common people at the price of 
undermining tlae traditional social structure: nor will the peasants 
as a class readily be got to sec in industrial development a means 
of improving their own collective position. It cannot be said that 
either of these classes is wrong in taking up an attitude of hostility. 
It is true that general economic development would be bound to 
destroy the powers and pretensions of the old ruling class; and it is 
also true that industrialisation, as it has been practised hitherto, 
has done little or nothing to better the economic condition of the 
main body of the peasantry, and has, especially in the more 
primitive societies, actoally worsened their social condition by 
breaking up the old solidarity of family and tribal groups. 

The Financmg of Economic Development 

Let us now try to imagine our engineer aitd our economist, 
armed with their blue-prints for the development of some back- 
ward area, putting forward their combined case in an entirely 
non-political spirit. Let us imagine them saying something like 
this; “We hold that the best way of raising productive efficieney 
and national income in this area will be, first, to improve the 
navigation of the great river which passes through the heart of it, 
and of the main tributary rivers, and to Gombine with this river- 
work the damming up of the waters at certain points for large 
hydro-electric power stations and the execution of considerable 
projects of irrigation and land-drainage; s'bcondly, to build certain 
railway lines and new or improved roads in connection with 
them; and thirdly, to establish near the irew power stations 
factories partly for the proeeS^ihg of local raw materials and 
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partly for the manufacture of low-priced consumers’ goods sxut- 
able to the requirements of the local population.” 

Let us imagine our engineer and our economist reporting on 
this plan of action to a committee set up by the United Nations 
Organisation to consider the problem — a pommittee including, of 
course, representatives of the five leading Powers. How are the 
representatives on such a body of, say, the United States, the 
Soviet Union, Great Britain, France and China likely to respond 
to the plan drawn up by the technical and economic experts? 
The first question to be asked is obvious: “Where is the money to 
come from?”— for it is evident that the backward country cannot 
hope to carry out any such plan entirely out of its own resources. 
Even if much of the actixal work can be done by the labour of its 
own nationals and many of the necessary materials can be found 
at home, most of the plant and machinery needed both for doing 
the work and for operating the new power stations, mines and 
factories will have to be imported; and there will be no immediate 
possibility of an expajnsion of exports on a scale that will make it 
possible for these additional imports to be paid for out of current 
revenue. Moreover, while the demand for native labour employed 
in executing the works required will contribute substantially 
towards relieving the pressure of population on the land, the 
labourers employed on these works will wish to spend a part of 
their wages on imported products, and will thus further increase 
the demand for imports in advance of the expected improvement 
in national productive capacity. Thus, a considerable amount of 
capital will have to be borrowed from abroad — unless, of course, 
anyone is prepared to offer it as a free gift. 

The' Terms of Capital Investment 

On what terms, and by whom, is this capital to be supplied? 
The American delegate, at any rate, will be ready with his 
answer. It is to be supplied, as far as possible, by private, profit- 
seeking investors, and on terms which will bring such investors 
into the field. Admitted: it cannot be wholly supplied in this way. 
That is why the United States has taken the initiative in bringing 
into existence under the Bretton Woods Plan an Iriterriational 
Bank for Reconstruction and Development, with power to 
make advances of capital from sums subscribed by the member- 
Governmehts, subject in each case to the guarantee of principal 
and interest by the Government of the State in whose territory the 
investment is to be made. This limited power!, it is CKplicitly laid 
down, is intended for projects too big or for other reasons unlikely 
to attract the private investor dl' financial agency, It is to be 
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exercised in such a way as not to compete with private invest- 
ment, but to stimulate it by undertaking basic projects which will 
increase its attractions. Even so, it is recognised that private 
investors may be shy, and may deem too great the risks of invest- 
ment in the backward countries; and therefore the International 
Bank has been empowered, besides making loans, to join with the 
Governments of the countries needing capital in guaranteeing 
loans made by private investors, who will thus be able, in the 
event of faihire or default, to come in the last resort to the Iirter- 
national Bank itself for their money, which the Bank in its turn 
will have to get from the States which are its subscribing 
members. 

In all this it k plain that the Americans, at any rate, con- 
template private capitalist investors or financial agencies as the 
principal suppliers of the capital needed for the development of 
the backward countries. They have in mind a state of affairs in 
which private capitalist agencies would be lending partly to 
Governments, or to government-sponsoi’ed agencies, in the back- 
ward countries, and partly to private borrowers acting with the 
guarantee of these Governments behind them. Furthermore, it 
has been made abundantly clear since the statutes of the Inter- 
national Bank were drafted that the Americans regard its 
activities as a means of opening the way for the granting by the 
backward countries of concessions to American, or sometimes to 
international, partly-American, profit-seeking companies as the 
chief means of providing capital for the economic expansion of 
the world’s baclcward at-eas. 

What will the Soviet representative on the U.N.O. committee 
we are imagining have to say to this conception? Or, whatever he 
says, what attitude will the Soviet Government be likely to take 
towards it? It will be regarded, unless I am much mistaken, as a 
project of imperialist capitalism for continuing and increasing its 
domination of the ‘colonial’ countries— ‘colonial’ meaning, in this 
context, airy country which is compelled by its necessities to look 
to capitalist countries for the means of economic development. 
The Soviet representative will be likely to point out— or, if he 
does not, the Moscow press and wireless v/ill— that here is yet 
another sinister design of capitalist imperialism for the exploita- 
tion of the backward peoples, aird that, under the system pro- 
posed, there will be no assurance at all of development projects 
being chosen on the ground of their efficS.cy in raising the living 
standards of«these peoples. On the contrEtry^ the doublemeed to 
cajole the private investor and to placate the great business 
agencies of the advanced couAries wilT ensure the selection of 
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projects of the score, not of the benefits they will bring to the 
backward peoples, but of the profits they promise to the foreign 
investors. Nor is this all; for the Soviet rejfesentative— or the 
Moscow press and radio for him — ^will argue in addition that the 
provision of capital on these terms will involve a league between 
the capitalist investing agencies and the reactionar-^ ruling classes 
of the borrowing countries, and that this league will ensure that 
development shall take such forms as will disturb as little as possible, 
and reinforce wherever practicable, the hold of these ruling classes 
over their subject peoples. 

Accordingly, the Soviet representative, however favourable he 
may be in principle to the experts’ projects, will favour them in 
practice only when the loans in question can be*made to Govern- 
ments of which he approves, and under conditions which will so 
limit concessions to private capitalist agencies as to prevent them 
from establishing or continuing any sort of imperialist domina- 
tion. But these are precisely the conditions under which the 
American investors will refuse to supply capital, even if it is 
guaranteed, and under which the American State Department 
will refuse to agree to loans or guarantees being given. Witness the 
entire struggle that is at present proceeding over a great part of 
Eastern Europe, where the real issue is not how far the Govern- 
ments of Roumania, Bulgaria and Poland conform to American 
conceptions of democracy, but whether Governments of the kind 
they represent are at all likely to be willing to receive American 
capital on the terras on which American interests, including the 
State Department, are willing for it to be supplied. 

What should be the British Attitude? 

What, on these issues, is likely to be the attitude of the Govern- 
ment of Great Britain, which is in*the hands of a Socialist, or at 
least a socialistic, party? So far, to all appearances, the British 
Labour Government has lined up, on this issue, with the United 
States against the Russians. That is, at least in part, why Mr, 
Molotov has habitually bracketed together British and American 
imperialism. There are, however, large complicating factors. The 
British Government’s support for American attitudes towards the 
Soviet-inspired Governments of Eastern Europe rests, in the main, 
not on any enthusiasm for the American attitude towards capi- 
talist trade and investjnent, but much more on the fear of an 
extension of Soviet influence in the areas of the Eastern Medi- 
terraiiean and the Middle East. The British GSverriment is 
thinking in terms of the Suez GJ^nal, of the possible appearance 
of Soviet sea-power as a factor in the Eastern l^editerranean, 


and of the disturbance of the precarious balance of forces in the 
Near and Middle East if the Soviet Government can successfully 
stir up the pcoples*of these largely Arab countries into a revolt 
against imperialist exploitation. From the standpoint of mere 
power-politics, or still more, from that of having as few doubles as 
possible along the lines of British imperial communications, weak 
Arab kingdoms, despotically ruled, or largely unruled, look a 
great deal less formidable than nationalist movements impelled 
by Communist ideas and responding readily to Soviet influences. 
Accordingly, the easier way for Great Britain is that of upholding 
as far as possible the power of the existing misrulcrs of the Arab 
and other Near and Middle Eastern States; and of course, this 
policy meets with the warm approval of the British financiers who 
are interested in these areas. It is, moreover, a policy which is 
evidently practicable only if Great Britain can command for it 
the support and, in the final resort, the actual help of the United 
States; and in order to secure this it is necessary to let the 
United States have its way about the kinds of Government that it 
is prepared to approve, and the terms on which it is willing to 
participate in the economic development of the backward 
countries both of Eastern Europe and of the Near and Middle 
East. 

Of course, the situation would be quite different if Great Britain 
still had both the resources to uphold unaided her far-flung 
positions and the means of supplying capital out of her own pro- 
duction for the development of the backward countries. But the 
plain fact is that Great Britain has neither of these things, being 
short both of man-power and of the means of paying with exports 
for the imports currently needed to maintain the British people’s 
standards of life. Otherwise, it is to be assumed that the Bntish 
Labour Government would "be doing all it could to foster 
economic development both in the British colonics and in all 
backward areas with which there exist close economic or political 
connections — and to foster such development on terms as favour- 
able as possible to the needs of the backward peoples, not stopping 
short, where need arose, of helping these peoples against their 
autocratic and reactionary rulers and ruling classes. 

As matters stand, no such policy is being pursued. Despite their 
difference of fundamental attitude on economic questions, the 
British and American Governnaents are .^standing side by side, 
actuated by a common fear of the Soviet Union, though the fear 
rests largely upon different foundations. The American Govern- 
ment dislikes^^the Soviet Union’s economics, which it rightly 
regards as a tlireat to the hold of capitalism on the economic life 
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of the backward countries, and therewith to American economic 
penetration. The British Government, on the other hand, fears 
the Soviet Union’s politics^ as likely to stir ufJ in these countries 
forces which will upset imperial communications, and perhaps 
promote revolt in British colonial territories and impose unbear- 
able strains on scanty British resources. These fears lead to a 
preference for dealing with the known and measurably weak 
forces of autocracy in the Arab and Middle Eastern world, rather 
than having to face the unknown forces that might be engendered 
by popular revolt, and also to a prefei’ence for weak, independent 
States in South-eastern Europe, as against States gleiohgeschaltet 
to the institutions and policies of the Soviet Union. 
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American Investment in Backward Countries 
Thus, when the experts’ apparently objective plans for the 
economic advancement of the backward countries come up before 
a tribunal representing the great Powers without whose parti- 
cipation these plans cannot be carried out, their objectivity 
speedily gets lost; and the plans are pigeon-holed pending agree- 
ment among the Powers upon a practicable method of giving 
efiFect to them. The plans cannot become realities without the aid 
offoi'cign capital; but there is no agreement about the conditions 
on which this capital is to be supplied, ^ 

Of course, that is not the whole story. One very pertinent 
further fact is that, of all the countries concerned, only one, the 
United States, is in a position to supply, on credit, the capital 
goods which are required. Great Britain'’might supply many of 
the actual goods, but cannot afford to do so on credit, because the 
sums paid for them are needed to cover a deficit in the British 
trade balance. France and China are in no state to supply either 
the goods or the credit: they both need credit themselves for 
re-equipment of shattered industries and, at any rate in China’s 
case, for development as well. The Soviet Union also clearly has 
uses at home, in rebuilding its devastated industrial areas and in 
developing its whole capital structure, for all the output of its 
constructional industries; it has no surplus which it can afford to 
lend abroad. The Americans are thus the only possible suppliers 
of the credit and of a large proportion of the actual capltaf goods 
which the economically backward countries require; hut the 
Americans show no sign of being prepared to act as suppliers of 
credit (however ready *they may be to supply goods for cash) 
except on their own terms) which are highly inacceptable to the 
Soviet Union and to all ‘left-wing’ elements in the needy 
countries. . 
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In these drcumstanceSj the willingness of the Americans to lend 
depends in the first place on the character of the Govenrments 
and of the social- and economic systems in the borrowing 
countries. But it depends also on the degree of capitalist con- 
fidence in the maintenance of these Governments and systems. 
It is therefore affected not only by the present situation in the 
needy countries, but also by the presentiment of risk that they 
may fall in the future under Soviet influence, to the extent of sub- 
verting their existing Governments and social systems and there- 
with, perhaps, repudiating their foreign debts. If then, the Soviet 
Government shows strong hostility to American plans of capi- 
talist domination, and a clear intention of making itself as 
mrpleasant as it*can by stirring up trouble among the backward 
peoples, that is of itself a strong discouragement to the American 
investors, as well as to the American State Department, and is 
calculated greatly to reduce the flow of American capital into the 
countries which are in need of help. 

The Attitude of the Soviet Union 

The Soviet attitude, as far as I understand it, is that, in the 
main, social revolution, or at least something approaching it, 
must precede large-scale economic development, because only 
social revolution can ensux'e that the development shall be 
applied, not for the exploitation of the backward peoples, but for 
their economic and social advancement. The Soviet Government 
is not insisting, and very likely does not want to insist, on the 
backward countries acAially “going Communist‘’“-a consumma- 
tion for which it probably regards most of them as unripe. But it 
does want them to pass under the control of Governments “left” 
enough to liquidate the power of their old ruling classes, especially 
by breaking up big landed estates, and to institute, in the hands 
of new ruling groups, extensive State control over the structure of 
their economic life and their external trading relations. 

Thus, despite the immense technical possibilities of making the 
entire human race quite enormously better-off, in a material 
sense, than it has ever been before, the politico-economic 
is complete, If the backward countries throw in their lot with the 
Soviet Union, they will get in the short run very little foreign 
capital, and the pace of their economic evolution is bound to be 
slow until the Soviet Union, having dealt witli its own colossal 
problems, is ready to help them. Oil the o"ther hand, if they throw 
in their lot yvith the Americans, they will get capital, but it will 
be used more to serve American business interests and needs than 
to raise the standards of living among the impoverished peoples, 
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and will probably caiTy with it, into the bargain, American 
political support of reactionary Governments which will have 
become the guarantors of the international loans granted mainly 
out of American resources. 

The Prospects of Capital Supply 

In all this, where is Great Britain likely to come in? In Eastern 
Europe, very little, in any direct way. It is out of the question for 
Great Britain to advance capital on any significant scale to the 
East European countries; for any capital investments Great 
Britain can make will have prior calls upon them for a long time 
to come. It is most unlikely that Great Britain, unable to make 
capital loans, will be able to find any considerable markets for 
British goods in this area, with which there has never been an 
extensive commercial intercourse. Great Britain is not likely to 
take to buying more imports from the countries of Easteni 
Europe— for most imports can be bought more conveniently else- 
where — and in default of such purchases the countries of Easteim 
Europe will not be in a position to buy either British machinery 
or British consumers’ goods. If Germany remains out of the 
market — a question to which we shall come in a subsequent 
chapter — the United States will be the only available quick 
supplier. But it will be impossible for these countries to acquire 
American goods except on credit; and, if credit is refused on 
politico-economic grounds, that source will be closed. There will 
remain only the hope of getting goods from the Soviet Union, at 
first in exchange for current exports, but Jater also on loan, when 
the Soviet Union has succeeded in rebuilding adequately its pro- 
ductive power. In the meantime, the peoples of Eastern Europe 
will remain in primary poverty, suffering from a growing pressure 
of population on the land, and without the means either of 
improving their agricultural standards or of launching forth on 
any major projects of economic development. 

Some may say that this conclusion is unduly pessimistic. There 
are two grounds on which this can be said. In the first place, it 
may be argued that the imperative need of the American 
economy to find overseas markets will drive the Americans to 
make capital loans even to countries whose economic and social 
systems they dislike, and that the Soviet Union and its satellites 
have only to stand firm to be sure of getting American capital on 
their own terms as sodn as there is any sign of an impending 
American slump. There is some substance in this view; and it 
may even prove to be mainly correct. But it involves more count- 
ing of unhatched, chickens than f feel entitled to irJclulge in; and 
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it may be rendered untenable if political tension continues at a 
high point. Nor should it be overlooked that the American need 
to invest in order to open up foreign markets may find sufficient 
expression in other parts of the world, particularly China and 
Latin America, and may on that account fail to result in any 
modification of the American attitude towards Eastern Europe. 

The other possible ground for greater optimism is that the 
Soviet Union, despite the immensity of its internal problems of 
reconstruction, may on political grounds be prepared to give sub- 
stantial help to its neighbours in Eastern Europe as long as they 
are ruled by Governments of which it more or less thoroughly 
approves, In particular, it may be able to help them in planning 
and launching public works, designed mainly for agricultural 
improvement, and needing a high proportion of labour to capital 
goods for their execution; and it may be able to supply them to a 
limited extent with improved farm implements and machines. 
I do not deny that this may happen: I only doubt whether it can 
happen on a big enough scale to make any coitsiderable contribu- 
tion to raising East European standards of life, in face of rapidly 
rising populations. I mean that I doubt this, until the Soviet 
Union has had time to reconstruct its own industry and agri- 
culture and to resume at a still hotter pace the enormous advances 
which it was making up to the Nazi invasion of its lands. 

Prospects in the Middle East 

This is a bleak outlook for the countries of Eastern Europe, 
Is the prospect better for those of the Near and Middle East, 
which are equally in need of capital lor development, though they 
are not oppressed in the same way by rural over-population? In 
these States, the present position is for the most part entirely 
different. The)^ have not, like the countries of Eastern Europe, 
undergone social revolutions resulting in a shift in the basis of 
ecoiromico-political power: nor do they fall, at present, with the 
diluted exception of Northern Iran, ■within the sphere of 
innuehce of the Soviet Union. They are still ruled in a number 
of cases autocratically; by despots of a familiar oriental type, as in 
Saudi Arabia, Iraq, and Transjordania among the Arab States. 
In nearly all of them real power rests with a class of reactionary 
feudal chiefs and landowners. They have little industry, except 
oil-wells in the hands of foreign companies; alxd they depend 
mainly on the export of raw products and foodstuffs, such; as oil, 
cotton from Egypt, and dates from Iraq. The war has brought 
them a temporary prosperity, because of the outpouring of foi’cign 
money in payment for supplidS, and because they have been 
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almost entirely sheltered from world competition during its 
progress. Turkey stands somewhat apart from Jhe other countries 
in this area, because it has undergone a social revolution of a sort, 
and has developed both extractive and textile industries under 
public auspices on a substantial scale. But Turkey, like the rest of 
these countries, is predominantly agricultural, and the standard 
of living for the mass of the people, there as elsewhere, is very low. 

For these countries, as for the rest of the world, the United 
States is the only possible source in the immediate future of large 
supplies of capital goods on credit for the execution of big 
development plans. The American oil companies, as well as the 
British, with which they have been at rivalry (though they 
appeared, at the close of 1 946, to have come to terms) , are already 
strongly entrenched, and are disposed to put up lively resistance to 
any Soviet penetration. (That, of course, is what the U.N.O. 
quarrel over Iran has really been all about.) By historical tradition, 
these countries, lying along the route to India, the Far East, and 
Oceania, fall within the British sphere of influence, though France 
has been established since the first World War in Syria and the 
Lebanon, whose independence she has been brought to recognise 
only under strong British pressure, inspired by the British desire 
to keep on good terms, despite differences over Jewish immigra- 
tion into Palestine, with the Arab States. The recognition of 
Transjordania as an independent kingdom, the agreement to 
evacuate Egypt, the equivocations of British policy in respect of 
the Sudan, and the hesitations over polipy in Palestine are all 
part of the British notion of keeping up friendly relations with 
the States of the Near and Middle East, however badly they may 
be ruled, as the only way of maintaining the British position in 
the Eastern Mediterranean and beyond without incurring mili- 
tary obligations plainly too heavy to be borne. The States of the 
Near and Middle East are negligible as military powers; for they 
have no industries on which such power can be based. This makes 
them in the last resort easier to control; but their poverty and the 
fact that capital development, where it has occurred, has come to 
them mainly under the auspices of foreign concession-hunters in 
search of oil— a peculiarly ruthless body of men— makes them 
excellent fields for Soviet anti-imperialist propaganda. If Great 
Britain were in a» position to make large capital loans and were 
prepared to insist bn these loans being used to further economic 
plans designed in the interests of the common peqple of these 
countries, their development could be rapid and could be given 
shapes which would remove any(tftigma of imperialist exploita- 
tion. But Great Britain lacks the resources for such a policy and, 
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without the resources to help the common people, can maintain 
influence in the area only by acting as the ally of the reactionary 
classes at present irf power — 'the more so because these classes also 
enjoy the favour of the American concession-hunters. 

In this part of the world, the only way in which large-scale 
projects of economic development could be put quickly in hand 
would be by American economic penetration, backed up by 
British political influence, But American penetration will 
involve capitalis^^aloitation of the most unsavoury kind, under 
the leadership American oil companies; and the British 

Government, if it were to give its backing to such a policy, would 
expose itsejf more than ever to the charge of being in close com- 
bination with American capitalism to pursue a concerted policy of 
imperialism at the expense of the common people. A British 
Socialist Government must at any cost steer clear of such 
entanglements; but, if it does, what alternative course is it to 
pursue? It cannot itself take the place of the United States as a 
supplier of the capital required: at present it can only continue 
with a merely negative policy of supporting reaction in these 
countries, because reaction holds the power and because the al- 
ternative of throwing its weight on the side of the progressive 
forces would stir up at once troubles with which it would be 
impotent to deal. 

The uprising of the common peoples of the Near and Middle 
East can come, under these conditions, only under Soviet 
influence; for the Soviet Union will suffer no disadvantage, and 
might gain, from thx'owing the entire Middle East into a turmoil, 
and would in any case have the pleasure of queering the pitch for 
American capitalism and of causing the British Government a 
great deal of trouble and inconvenience. It does not follow from 
this that the Soviet Union wilfdo its utmost to stimulate the forces 
of revolt; for it may well prefer to use the threat of intcir.sifying its 
propaganda as a means of exacting concessions elsewhere. The 
power, however, to act in this way is bound to remain with the 
Soviet Union, which may at any time decide to exercise it unless 
some real basis for world accommodation between it axid the 
Western countries can be found. 

Economic Development as Affected by ‘Great Poiver'^ Relations 

This is the question, overshadowing ^1 others, to which we 
must continually come back. It faces the world not merely in the 
field of international investment , wh ich is the subjeoj^l" this 
chapter, but everywhere, as theiuj^^c issue on which tliy- j^a ce 
and prosperit^q^H^^oi^J^ie.asSMg time depend. If there is 


no means of accommodation, or if, though means there be, 
accommodation is not accepted, there will be nothing for it but to 
postpone over a large part of the world hopes,of action to deal in. 
any comprehensive way with the dire problems of primary 
poverty, malnutrition, and ignorance, and to reconcile ourselves 
to such small and precarious steps as can be taken under the per- 
petual shadow of another World War of a horror far beyoird that 
from which we have but now emerged. 

Let us try to see what can happen, or is likely to happen, in the 
field of international iirvestment if this gol^fepot bridged. We 
must look forward, in that case, to a sl^^^ division of the 
economically backward countries into separate spheres of 
influence. Economic advance in Eastern Europe will have to 
await the readiness of the Soviet Union, when it has got far 
enough with its own internal plans, to take in hand the develop- 
ment of its neighbours on lines analogous to those which it ^ 
followed in its own industrialisation — ^with the difference that the 
greater population pressme will necessarily alter the shape of 
planning, and will cause much more attention to be given to agri- 
cultural development and to the production of consumers’ goods, 
and much less to heavy industries, than was given in the early 
Five Year Plans of the Soviet Union. In the long run, the 
countries of Eastern Europe would no doubt be pulled up by this 
method to a somewhat higher standard of living than they have 
hitherto enjoyed; but the process would be painful and long- 
drawn-out, and it could not even begin on any noticeable scale 
for some time to come. ' ^ 

Prospeck in the Far East and in India 

While this course was being followed in Ea.stei’n Europe, 
American capital would be pouring into China and probably into 
India and Indonesia as well, in an attempt to build up this part of 
. the world into a great preserve for capitalist, profit-seeking invest- 
ment. The process would in all probability include the redevelop- 
ment of Japanese capitalist enterprise under American auspices 
and control, and would certainly involve a determined attempt to 
exclude all Soviet influence and to liquidate any form of Chinese 
or other Jj^ar Eastern Communism that did not definitely break all 
links with Moscow. United States capital would also probably 
continue to flovl’into Latin America; and there would be further 
attempts to establish American economic influence in Australia. 
Export of capital to these regions would be kept up* as far as the 
American Governnjent could keep it up, to a level high enough to 
avert economic crisis in the Unitdd States; and in r0la,tion to every 
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country it would be conducted on a basis of private capitalist 
profit-seeldng, and not, save incidentally, witlx a view to the 
advantage of the p„eoples of the borrowing countries. To suggest 
this is not to say anything more than is freely said by the 
Americans themselves. Their predominant creed is still that of the 
economic man, who in pursuing his own advantage is pi’csumed to 
be somehow mysteriously achieving the highest sum of welfare, 
Americans do not start businesses in the United States for the 
good of their employees or of the whole American people. They 
do what they think will pay them best; and they cannot be 
expected to act in their dealings with other peoples on any code 
superior to that which they practice in dealing with their own. 

In China and^Japan there will probably be, for some time to 
come, no obstacles foi’midable enough to impede this policy. The 
Far East, or a large part of it, will become an American economic 
‘colony,’ dominated by the almighty dollar and by the American 
spirit of remorseless grab. There will, of course, be opposing forces, 
which will naturally look to the Soviet Union for inspiration— for 
where else can they look? But the Soviet Union will not be in a 
position to give these forces more than very limited help. It will 
have its hands full elsewhere — on the assumption we are now 
making — in helping its neighbours in Eastern Europe and in 
making things awkward for its rivals in the Near and Middle East. 

India and Indonesia, with Burma, Siam and Malaya and the 
French areas of Indo-Ghina, raise more clilFicult issues. India, now 
on the verge of independence, needs foreign capital for develop- 
ment as sorely as any country in the world. But in India there will 
evidently be a big internal struggle between the forces of native 
capitalism and the Socialist and peasant elements in the leader- 
ship of the national movement, including Moslems as well as 
Hindus. As an outcome of the second World War India, hitherto 
a debtor country, has become a considerable creditor of Great 
Britain, with large sterling balances blocked in London and 
obviously payable only in British goods over a long period. These 
sterling balances are destined to supply a part of India’s need for 
capital goods which cannot be paid for by current exports; but, 
especially as they can be paid off only at a limited rate, India will 
need capital from other sources, unless development plgns are to 
be very seriously held up. For this additional capitah the Indians 
seem certain to turn to the United States as the only possible 
supplier, but under what conditions the Arnericans will be pre- 
pared to lend and the new Indian Government to receive loans 
it is not possible at this stage to say. 

The Indonesian problem is «bmewhat different. The Dutch 
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Indies and Malaya have already received large foreign invest- 
ments, Malaya chiefly from Great Britain, and the Dutch Indies — 
especially Java— from British and American asfwell as from Dutch 
sources. Holland’s power to export capital has been_ destroyed for 
the time being by the ravages of war and by the wiping out of a 
large part of the German market for Dutch goods; and American 
capital seems likely to play a substantial part in future develop- 
ment. There is, however, in Java the Indonesian national move- 
ment to be reckoned with as a new factor, compelling lai'ge 
changes in the pre-war system of colonial exploitation; but here 
again it is too soon to predict what the course of events will be, 
even if, as seerris likely, the Dutch Government reaches an 
accommodation with the moderate Nationalists and is able, on 
that basis, to hold the more aggressive Nationalist and tribal 
elements in check. In Malaya too the future is uncertain. The pro- 
posed Malayan Union, involving a surrender of authority by the 
local I'ulers and the centralisation of economic power in the hands 
of a federal Government under British authority, met from the 
outset with much stronger opposition than the British colonial 
experts anticipated; and it is still too soon to say whether the 
modified proposal for Malayan Federation, put forward in 1946, 
goes far enough to allay the fears of renewed colonial domination. 
In any case, the problem of organising a country in which the 
native Malays are considerably outnumbered by other elements 
in the population attracted by rapid economic development 
and where the key economic positions are largely in the hands 
of Chinese settlers, has still to solved. * 

Burma and Siam and Indo-Ghina all present similar uncer- 
tainties. The Burmese people will certainly not rest content with 
any less measure of independence than is accorded to India; and 
Siam, as an independent country,, despite its war record of col- 
laboration with Japan, will be more inclined than before to astert 
its freedom to shape its own destiny now that nationalism is 
becoming a more active force among its neighbours. In Indo- 
Ghina the French were compelled early in 1946 to give I’ecog- 
nition to the Annamese Government set up in Viet-Nam,— a 
recognition which they seem ever since to have been doing their 
best to escape from. The main cause of dispute in this area is that 
the Annamese clairn Cochin China as an essential part of their 
Republic, whereas the French are determined to make it, as 
well as Cambodia and Laos, into a separate unit in ah Indo- 
Chinese Federation under French control. Cambodia and Laos 
are definitely not Annamese: Gbchin China, the granary of the 
area, has an Annamese native ’population largefy modified by 
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settlement from outside. The French, with their habitual con- 
viction that nothing better can happen to any people than to 
become imbued with French culture under French leadership, 
are now attempting to weld these various territories together in a 
wider union embracing all the French colonial empire; but it is 
still uncertain whether this attempt will succeed, and there is at 
least the possibility that there may emerge some sort of in- 
dependence movement covering the entire area, and seeking to 
link together Burma, Siam, Malaya, Indonesia and Indo-Ghina 
in a loose federation unattached to any European power. 
Obviously, the Dutch and the French, as well as the British, will 
resist any such movement; for the territories affected are sources 
of some of the world’s most important raw materials— rubber, 
tin and oil — and large masses of foreign capital have been sunk 
in their development. If these countries succeed in retaining 
authority, they will wish, as far as they can, to retain the 
control of economic development in their own hands. But the 
pressure of American interests will in all probability be too strong 
tO: be resisted; and in that event the tendency for investment to 
take forms dictated rather by the needs of capitalist agencies than 
by the requirements of the native peoples will be continued and 
intensified. Nationalist feeling will be strengthened, and will be 
forced into more radical shape; and Communism may well come 
to be a powerful force in this part of the world as well as in the 
Middle East. 

The Outlook for Africa • 

Finally, among the great regions which are in urgent need of 
capital for the war against primary poverty, we come to the vast 
African continent, Flere, all along the north coast, are territories 
in which Arab culture predominates, and the Arab League is 
beginning to become an ideological force. Both Spain and France 
have to face a resurgence of Arab nationalism : in North-west 
Africa: the future of the Italian colonies from Libya to Somaliland 
has still to be settled, and cannot be settled without taking into, 
account the reactions on opinion in the Arab States as well as 
among the populations directly affected. 

For the rest, the Afiican continent—- negro Africa— presents an 
enormous unsolved problem to the occupying powers, and above 
all to Great Britain, The position of the Africans over a large part 
of the continent is not merely not improving; it is getting worse. 
Continuous wse of lands which were formerly left to revert to 
jungle and to recover their fertility after a period of cultivation is 
destroying great tracts of protluctive land: forests are being 
yis 


[ 

1 / 


1 


denuded, and vast areas are ridden by diseases which destroy 
animals as well as men. Immense sums need to be sunk in Africa 
in warring against pests and diseases, in reclaiihing and improving 
the land, in bringing at least the rudiments of an education that 
will enable the native to stand up to his changed environment, in 
developing roads as well as railways, in improving the conditions 
of mai'keting, and in a hundred other ways. It is, however, 
clear that, in the commercial sense, most of this investment 
cannot possibly pay the investoi’s. It is needed to improve the 
quality of life, and to rescue the native populations from yet 
deeper poverty than they are suffering now; but no profit-seeking 
capitalism will ever undertake it. Indeed, such capital develop- 
ment as has occurred in tropical Africa has been for the most part 
a means, not of enabling the native populations to benefit by the 
Mi'ealth that has been created, but of draining it away out of the 
continent, not only in dividends to investors but also in salaries 
and pensions to European workers and supervisors who remain in 
Africa only for a period of years before returning home with their 
takings and, even while they are there, regularly remit a con- 
siderable part of their earnings home. This type of development 
will no doubt continue until it is forcibly checked; for it is profit- 
able to the investors who set it on foot. But nothing will be done 
along these lines towards tackling the real problems of the African 
peoples; and there are narrow limits to what can be done with 
such sums as either Great Britain or any other European country 
is prepared or able to contribute on a non-profit seeking basis 
through Colonial Development Funds. " 

If the world were sanely and decently organised, the immense 
social problem of Africa would be taken in hand as a world 
problem, and help would be given as it has been given through 
U.N.R.R.A. for the sheer task t)f human salvage. No such 
approach, however, is even imaginable as long as the territories 
of “darkest Africa” continue to be regarded as the property of 
particular great powers, whether these particular gi’eat powers be 
by current standards doing well or ill in their administration of 
them. No one is going to propose money to relieve Great 
Britain or France or Belgium or Portugal of the responsibility for 
tackling the problems of their colonial territories, however evident 
it may be that tl^ese countries are quite incapable of tackling them 
in any Comprehensive way. Consequently, desperate poverty will 
continue, and in all probability will get worse as population rises 
and more land is destroyed, until and unless' the great nations of 
the world cease quarrelling and, under wiser and more decent 
government, get down at last to the basic moral truth that men 
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are all brothers, and that the prevention of misery, wherever it is 
found, is the inescapable common responsibility of all mankind. 

Is there a Basis for Common Action? 

There will be more to say in later chapters about the problems 
of the regions which have been summarily discussed in the pre- 
ceding pages. What we have now to consider, in general terms, is 
whether there is or is not any practicable basis on which the 
squabbling Governments of the world can sulFiciently resolve 
their differences to be able to act together in pursuance of an 
agreed policy of international provision of capital to meet the 
urgent needs ofvthe more backward areas. We have tried to see 
what is the outlook if the great powers fail to agree on an)' basis 
for common action; let us try now to see whether there is any 
practicable way of providing better for the immediate future of 
the human race. 

Russian and American Ideas of Democracy 

It all comes back, of course, to fundamental differences about 
the right ways of living in communities and of conducting their 
common affairs. In the view of the present leaders of the united 
States, as in that of the leaders of British opinion in the nineteenth 
century, the necessary basis for ‘liberty’ is ‘private enterprise,’ and 
reliance must be placed on the ‘freedom of the market’ to ensure 
both economic welfare and personal liberty. If in fact this 
arrangement makes sofne persons very rich and powerful and 
confers on them great authority over others, such an outcome is 
regarded as entirely consistent with democracy, subject only to* 
the proviso that it is not due to ‘monopoly,’ which is objected to 
as interfering unwarrantably with the freedom of the market. It is 
regarded as the duty of the State, as far as it can, to prevent 
monopolistic practices; but apart from this it is held that the 
State ought to stand aside from the conduct of economic affairs, 
leaving them to work out according to the law of the market— 
which others have aptly called "the law of the jungle.” The 
familiar American political theory of democracy follows exactly 
the_ lines of this economic theory. Everyone .should be free in 
politics to advocate what he pleases, and to take what steps he 
pleases to make his view prevail, provided only 'that he dOes not 
claim or employ any monopoly. If this Wans in practiceThat 
there arise great parties dominated by rich men, or if political 
campaigns are swung by a vast outpouring of money by interested 
parties, that ctoes not matter eitfier, provided that the principle of 
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‘no monopoly’ is not flagrantly infringed. The traditional 
American conception of democracy is simply |hat of competitive 
capitalism transferred from the economic to the political plane. 

The Russian conception of democracy is poles apart from the 
American. The entire stress is laid in the economic field on col- 
lective ownership and control of all the essential instruments of 
production, and on their planned use to serve whatever ends the 
society as a whole, through its collective planning agencies, may 
determine. The Russian conception of economic freedom is not 
freedom to buy what you please, if only you have money to buy 
it with, or to work where you please, if only there is a job to be 
had, but fve&diOm from exploitation by the capitalist class. It is not 
the freedom of the individual to do what he likes, either as pro- 
ducer or as consumer, but the freedom of a class from being 
subject to another class. This economic conception, transferred to 
politics, leads to a one-party system as surely as the American 
conception leads to more than one party. It puts the emphasis on 
the ‘collective’ — on the ‘whole’— and regards each citizen as a 
contributor to the life of the State, who is under an obligation 
to contribute rightly just as much as he is to serve the planned 
economy in the job where he can be of most use. The citizen 
who opposes the general plan, economic or political, is regarded 
as a bad citizen, and as in need of discipline; for he is failing to 
fall in with the general policy which the class, through its repre- 
sentative, the party, has decided upon as correct. There may be 
circumstances in which such bad citizens Jiave to be tolerated, on 
grounds of expediency; but the whole notion that a free opposition 
^is necessary to good democratic government, or that freedom is 
advanced by allowing dissenters to air their views, runs directly 
counter to the Soviet conception of freedom, as the condition of 
not being subject to class-exploitation by a superior ruling class. 

The differences between these two rival ideas of ‘democracy’ 
are perfectly clear, though they are not often so stated as to bring 
out clearly the different economic foundations on which they rest. 
It is evident that the opposition between them is fundamental, 
and covers the entire field of economic as well as political organi- 
sation. There is no way in which it can easily be bridged, and it is 
easy to draw the conclusion that it cannot be bridged at all. 
Indeed, if the Americans and the Russians, both under their 
present leadership, are to doininate world affairs in the next phase 
of humai) history, there would seem to be no answe|' except that 
the world will have to be divided into two spheres of influence, 
with the one system in operation in the one sphere,,and the other 
in the other. 
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What is the British Idea of Democracy? 

But — neither of these rival conceptions of democracy is the con- 
ception which I hold, or which, I think, is held by the majority of 
people in Great Britain or, perhaps, in Western Europe. I think, 
and I believe most of the readers of this book think, of democracy 
as the system which is designed to give the ordinary man and the 
ordinary woman a decent all-round chance of being happy. On 
the economic plane I think of it as involving enough social control 
of the means of production, distribution and exchange to ensure 
that the essential resources are put to good use in tlm service of 
ordinary people. I am at one with the Americans^ in opposing 
private monopo|,y, and at one with the Russians in a faith in 
planning; but I do not hold cither, with the Ameidcans, that 
unfettered competition can be relied on to achieve good social 
results, or, with the Russians, that there can be no danger to 
freedom if the means of production arc collectively owned, and 
if there is no capitalist class to exploit the workers for profit. 
Similarly, on the political plane, I hold that no society can hope 
to be democratically conducted unless certain basic rights are 
placed beyond challenge and certain basic assumptions made. 
These assumed rights are, very broadly, the I'ight of every citizen 
to as good a basic education, including education in citizenship, 
as the society can contrive to provide; the right to organise, to 
speak and to write freely, for any purpose other than that of 
limiting the rights of others to do the same; the i’ight to treat all 
property as held .by indjyiduals only on condition of their using it 
in accordance with the general interest, and to take it away if it is 
not so used; and the right of the people, acting under these con- 
ditions, to prevail, by a majority, and not to have their decision* 
vetoed or held up by any privileged minority. I am thus at one 
with the Russians in holding ’democracy to be inconsistent with 
minority class rule, or with preponderant influence exercised by 
any minority class; but I am at one with the Americans in stress- 
ing the freedom to organise and to speak one’s mind, even in 
furtherance of attitudes or opinions which run counter to those 
of the majority, or of the persons and agencies that claim to 
represent the majority. 

I state these views, not as my views, but as the views which are 
characteristic of Western Socialism, and as shared by a good 
many people in Western Europe who a*e not prepared to call 
themselves Socialists. I state them as being neither of the 
American irTdividualist brand, nor of the Russian Communist 
brand. If Am^erica and Russia* are hencefoward to divide the 
empire of the world between them, a good many of us, within 
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whichever sphere our lot may fall,- will fiiad ourselves subjected 
to a form of government with the basic assumptions of which we 
strongly disagree. » , 

In some sense this third conception that I have been trying to 
state clearly falls between the other two. It is neither so indi- 
vidualistic as the American conception nor so collective as the 
Russian. It takes its stand neither upon the devil-take-the- 
hindmost form of individualism which has been the traditional 
philosophy of capitalism, nor upon that form of Marxism in 
which the individual gets lost in the class, and human history is 
envisaged as a war of class forces and men count only as statistical 
units in a mighty impersonal process of determined evolution. 
This third conception is collectivistic, in the sens® that it insists on 
the need for collective control over the use made of the essential 
resources on which mankind depends for the means of living, and 
of living well: it is individualistic, in the sense not of claiming for 
the predatory individual a right to assert his ego at his neighbour’s 
expense, but in that of demanding a social framework in which 
ordinary people can live the lives they like leading, and express 
the views they hold, within the widest limits compatible with 
their keeping together as a community and not forfeiting their 
power of collective achievement, as they inevitably would if there 
were no rules at all. 

Can Britain give a Lead in Western Europe? 

Thfe question is: Can this middle system, which lies geo- 
graphically as well as ideologically between the two extremes, so 
mediate between them as to make possible united action over the 
limited field which requires common tillage by all the peoples of 
the earth? Clearly it cannot, unless it can so organise itself as a 
power in the world as to induce .the other combatants to take 
notice of it and to recognise its existence as something more than 
a wretched, self-contradictory compromise, born of timidity and 
muddled thinking — ^which neither combatant will at all easily be 
persuaded to do.; For to the Americans we British Socialists and 
the: continental Social Democrats are apt to appear simply as half- 
hearted Communists too timid to go the whole way, but equally 
with the Communists as traitors to ‘capitalist democracy’ j 
whereas to the Russians we appear as frightened abettors of capi- 
talisni, doing the bidding of the personified demon of Anglo- 
Amerieari capitalism while we profess to follow the Socialist path: 

How unpleasant it can be to he placed between liliese two fires 
the Socialists of France, of Belgium, of Flolland, and of Italy— to 
say nothing of the renascent Social Democracy, of Germany — 
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have ample cause to know. We in Great Britain have been spared 
this unpleasantness at home because of the weakness of British 
Communism, though we are feeling it in relation to foreign 
affairs. Our relative immunity puts great obligations on the 
leaders of British democratic Socialism} for it rests with them, 
more than with any other body of men, to build, or to fail to 
build, a bridge, or rather to devise a method of co-operation 
which the Americans and the Russians can accept as preferable 
to a division of the world into two hostile groups, with the 
unavoidable corollary of preparation for a third World War. 

On what principles can such a solution be based? The first 
condition of it is that Great Britain and other countries which 
elect to work with Great Britain in pursuance of it must make it 
fully clear to both the Americans and the Russians that neither 
of their solutions will be accepted, and that Great Britain and 
these other countries Will on no account line up with either 
America or the Soviet Union to prepare for another war. 
Secondly, it must be made plain that the solution that is being 
attempted is not that of creating a third bloc in hostility to the 
other two, but rather that of establishing the nucleus of a world 
organisation in which everyone can play a part. Thirdly, the 
countries which seek this way of promoting world co-operation 
must be ready to co-operate closely one with another, but in such ' 
a fashion as will not give their co-operation any character of 
exclusiveness. Fourthly, these countries must use every means 
that is open to them of appealing directly to the peoples both of 
America and of the Soyiet Union, in order to bring home both 
the appalling dangers of any line-up that may lead to a new W orld 
War of rival ideologies, and the immense possibilities that arc 
open to the sons of men, if they will but work together in applying 
the combined resources of nature and science to their common 
service. 

The Principles of Western. Unity 

So much for the conditions: now for the principles themselves. 
The first of these must be that of constructive common consulta- 
tion. If it is right for tire Americans, at Pan-American Gon- 
ferences, to define principles of common action for the entire 
American continent; if it is right for the Soviet Union to plan 
unitedly for all the Republics and nationalities within its extensive 
territories; it cannot be wrong for the peoples of Western Europe 
to lay down common rules for their own conduct, or to plan in 
consultation one with another the means of improving their con- 
ditions of life. J^or can it be wrong for those of them which are in 
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possession of dependent empires to formulate unitedly the prin- 
ciples on which the subject peoples of their colonial territories are 
to be set free from alien rule and to be helped to develop their 
resources in such a way as to make possible a steady improvement 
in their standards of life. It cannot be wrong for these countries to 
co-ordinate their transport agencies in order to improve com- 
munications over their combined area; nor, whatever the 
Americans say, can it be wrong for them mutually to lower their 
tariffs, or relax their restrictions on imports, in order to get nearer 
to areas of free commerce corresponding to the already vast 
tariff-free internal markets of the United States and the Soviet 
Union. At the same time, they must be careful to avoid doing any 
of these things in such a way as to cut themselves off from either 
the United States or the Soviet Union to a greater extent than 
they are cut off by the action of these countries. Thus, they may 
mutually lower trade barriers, but they must avoid raising new 
barriers against trade with the rest of the world. They may co- 
ordinate their own transport systems; but they must not in doing 
so impose disadvantages on the traffic of other countries passing 
over them. They may give one another mutual access to colonial 
markets, but they must not close these markets to others. 

Above all, the countries of the West must set out to devise 
models of international economic development which are open to 
American and to Soviet collaboration; and they must do this in 
such a way that they cannot be represented as dictating to either 
the Russians or the Americans how they are to behave in areas in 
which de facto the control of policy rest® mainly in Russian or 
American hands. It is of no benefit for either Great Britain or 
f France to put forward plans for the unification of the Danube 
region, because the Russians will inevitably regal’d any such plans 
as an impertinent interference in tfie affairs of an area with most 
of which their concern is very much greater than that of the West, 
and will suspect a plot on the part of ‘British-American capi- 
talism’ to open the Danubian region to new forms of capitalist 
exploitation. Similarly, it would be futile to put forward plans for 
international organisation in Japan or in China, because the 
Americans regard these countries as falling within their peculiar 
sphere. However strongly it may be held that this division of the 
world into rival spheres of influence is a disaster, there is no 
burking the facf that it exists, and that the only hope of making 
the division less absolute lies in devising forms of collaboration 
elsewhere, in areas which are not regarded by eithei* the Russians 
or the Americans as their peculiar preserves. 

This means, of course, that the key area, in this* connection, is 





Westei'ii Germany, and, above all else, the Ruhr. If means can be 
found of establishing international collaboration in the handling 
of the problem of Qermany, the foundations will have been laid 
for joint action over a much wider field. Whereas, if the German 
problem remains unsolved, nothing else can be solved, and 
Western Europe is doomed to become, not a rallying point for a 
system of world collaboration, but a wretched victim of the 
rivalries of tlie two great contending powers, with neither of 
which it can*afFord or desire to throw in its lot against the other. 

Germany, then, is the key area, and within Germany the Ruhr 
is the crux of the whole problem. In the next chapter, we shall 
study this crucial matter, and try to discover what prospect there 
is of making the Ruhr, instead of an ob.stacle, a factor of hope and 
achievement in a discordant woidd. 


ch:apter IV 

THE PROBLEM OF GERMANY 

Pre-war Germany, with its population of nearly 70 
millions, excluding Austria and the territories annexed by the 
Nazis before the war, was by far the most populous State in 
Europe except the Soviet Union. Geographically, it occupied a 
key position on the continent. It had common laftd frontiers with 
no fewer than nine other States — ^Denmark, Poland, Lithuania, 
Czechoslovakia, Austria, Switzerland, France, Belgium and 
Holland— not counting Luxemburg; and in the Baltic region it 
was in close contact also with Sweden, Finland, Esthonia and 
Latvia— and, if it chose, w'ith the Soviet Union as well. It was 
thus the immediate neighbour of both East and West, and was 
excellently placed for trading and other relations with the 
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Wesieru Europe here includes Scandinavia (with Finland), Holland, 
Belgium, Euxeniburg; France, Spain, Pd>|ugal, • 
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North. Czechoslovakia, Austria and Switzerland lay across its 
lines of communication with Italy and with South-eastern 
Europe; and PolaiM and Lithuania held it apart from the Soviet 
Union. From tiolland to the Polish frontier it occupied a part of 
the great Northern Plain that stretches right on across Russia to 
the Urals; and after the annexation of Austria it extended right 
to the Alps, and had new common frontiers with Italy, Hungary 
and Yugoslavia. Pre-war Germany was, in' fact, essentially the 
centre of Europe; and its finger was bound, even without the 
Nazis, to be in every European pie. 


The Kew Map of Gerrnany 

To-day, the map of Europe is greatly changed, especially in the 
East. A large segment of Eastern Germany has been detached and 



The Occupied Zones oi' Germany and the Are« Annexed by 
: : Poland and Tm Sovtbtjj^Union ' , 


annexed, mfiinly to Poland, thbugh a part of East Prussia, includ- 
ing Konigsberg, has been incorporated in the Soviet Union. All. 
Silesia and all Prussia as far west as a line drawn southwards from 



Stettin, are now Polish territ|ry, and large expulsions of popula- 
tion, to make room for Polish settlers, have been taking place. 
Esthonia, Latvia and Lithuania have disappeared 'as independent 
States, and form part of the Soviet Union. In'the east, Germany 
has now but two land neighbours — Poland and Czechoslovakia; 
and in the south there is again an Austrian frontier. In the west, 
no territorial changes have yet been made; but France is in 
occupation oi' the Saar and the Rhineland, and has laid claim to 
at least the Saar area, as a permanent acquisition. The rest of 
Germany is also occupied — the south by the Americans, the Ruhr 
and the north-west by the British, and the centtal area, except 
Berlin itself, by the Russians. Berlin is in joint occupation by th e 
four great power s, each with its'o wn zone m the city , butjm Sjhe 
Russians . in co ntrol of the vdiole "couiiHy r ouhcla bout . In each 
separSe zoneT^dffi’ln ' Gerfflanyas' •a"whoie"irad'^n Berlin, 
different conditions exist, according to the policies followed by 
the occupying powers. Even basic food rations have differed' 
gi'eatly, up to the economic unification of the British and American 
Zones at the end of 1 946, and have been worst in the British zone 
— always a 'deficit area’ in respect of food supplies, which used to 
be drawn partly from imports and partly from the ‘surplus’ areas 
of Germany further east, now in Soviet hands. The food situation 
in the west is aggravated by the inpouring of displaced persons 
and refugees from the east — ^from Czechoslovakia as well as from 
the areas now in Russian and Polish hands. 

The future of this great country— or rather, of what remains of 
it now that it has been shorn of its eastern provinces — is the 
greatest problem confronting post-wari'Europe. The new German;,, 
frontier in the west has still to be settled; and it is still undecided ' 
whether what is left when the annexations are at an end is to 
constitute and to be governed as a single country, or as several 
different countries under different systems and controlled by 
different occupying powers. 5 


The Potsdam Agreements . 

Certain decisions about the future of Germany were indeed 
taken at the Potsdam Conference of 1041=), at which France was 
not represente d: but theif wisdom was questiontible at the'timej 
and if has become more ^d more evident that they cannot be fully 
implemented in practice. As they form the starting point for all 
subsequent discussions of the future of Germany, it is necessary 
to summarise them briefly here, , , . # 
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Clause I of the Potsdam Agreeinent provides for the separate 
administration of the several zones of occupied Germany by the 
occupying PowtjrSj and for the handling of matters affecting 
Germany as a whole by a Control Council representative of 
these Powers. 

Clause 2 lays down that “so far as is practicable, there shall 
be uniformity of treatment of the German population through- 
out Germany.” 

Clause 3 provides for the complete disiirmament and demili- 
tarisation of Germany and for “the elimination or control of all 
German industry that could be used for military production,” 
It goes on to decree the complete destruction of the Nazi Party 
and its related organisations and institutions and measures to 
prevent their revival in any formj and it then directs the 
occupying authorities “to prepare for the eventual reconstruc- 
tion of Geiman political life on a democratic basis and for 
■ eventual peaceful co-operation in international life by Ger- 
many." 

Clause 4 abolishes all Nazi laws involving discrimination “on 
grounds of race, creed or political opinion.” 

Clause 5 provides for the trial of war criminals and for the 
internment of Nazi leaders and of “any other persons dangerous 
to the occupation or its objectives.” 

Clause 6 provides for the removal of all active Nazis “from 
public and semi-public office” and from responsible positions 
"in important private undertakings,” and for their replacement 
by persons “capable, of assisting in developing genuine demo- 
cratic institutions in Germany.” 

Clause 7 declares for the control of German education in 
, order to eliminate Nazi and militarist doctrines and to make 
possible the successful development of democratic ideas. 

Clause 8 provides for ‘the reorganisation of the judicial 
. system. ' 

Clause 9 declares that “the administration of affairs in Ger- 
many should be directed towards the decentralisation of the 
political structure and the development of local responsibility.” 
It orders the restoration Of local government on dernocratic 
principles “as rapidly as is consistent with: military secuHty and 
the purposes of military occupation,” It goes on to declare that 
“all democratic parties with fights of assembly and of public 
discussion shall be allowed and encouraged throughout Ger- 
many,” smd to provide for the introduction of representative 
elections in regional, provincial and state administration “as 
rapidly as may be jtistified by the successful application-'Bf these 

724 


principles in local self-government.” Finally,; the clause declares 
that “for the time being no central German, Government shall 
be established,” but that there shall be central administrative 
departments, headed by State Secretaries, under the direction 
of the Control Council. It is specified that these departments are 
to deal particularly with finance, transport, communications, 
foreign trade, and industry. 

Clause 10 lays down that, subject to military security, “free- 
dom of speech, press and religion shall be permitted,” and also 
that “the formation of free trade unions shall be permitted.” 

The Economics of Potsdam , 

The Potsdam Agreement then proceeds to certain important 
economic declarations. 

Clause 1 1 prohibits all manufacture in Germany of War 
material, aircraft, and sea-going vessels. It provides for “rigid 
control” of all manufacture of metals, chemicals, machinery, 
and other items that are directly necessary to a war economy, 
and decrees the restriction of such forms of manufacture “to 
Germany’s approved post-war peacetime needs,” as defined in 
Clause 15. It goes on to provide for the removal as reparations 
of productive capacity “not needed for permitted production,” 
or for its destruction. 

Clause I a provides for the decentralisation of the German 
economy by the breaking up of cartels and other monopolistic 
arrangements. ■" 

Clause 1 3 lays down that in the redevelopment of the German 
economy primary emphasis is to be given to agriculture and to 
peaceful domestic industries. 

Clause 14, begins by declaring emphatically that “during the 
period of occupation Germany is to be treate d as a single 
economic unit. ” and goes on to declare tbaircnrn^^ ^ 

are to beStabiished for industry, agriculture, wages, prices and 
rationing, import and export programmes, currency and bank- 
ing, taxation and cpstoms, reparations and removal of indus- 
trialwar materials, and transport and communications, subject 
to account being taken of varying local conditions. 

Clause 15 provides that “allied controls shall be imposed 
upon the German economy, but only to the extent necessary” 
to secure the following objects: 

“(a) to carry out programmes of industrial Sisarraament 
and demilitarisation, of repanations, and of apijp'oved exports 
and imports; 
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“{b) to assure the production' and maintenance of goods 
and services required to meet the needs of the occupying 
forces and of displaced persons in Germany, and essential to 
maintain in Germany average living standards not exceeding 
the average of the standards of living in European countries 
(European countries means all European countries excluding 
the United Kingdom and the Union of Soviet Socialist 
Republics) ; 

‘‘(c) to ensure in the manner determined by the Control 
Council the equitable distribution of essential cornmodities 
between the several zones so as to produce a balanced 
economy throughout Germany and reduce the need for 
. imports; 

“(d) to control German industry and all economic and 
financial international transactions, including imports and 
exports, with the aim of preventing Germany from develop- 
ing a war potential and of achieving the other objectives 
named herein; 

“(«) to control all German public or private scientific 
bodies, research and experimental institutions, laboratories, 
etc., connected with economic activities.” 

Clause 1 6 provides for the creation of German administrative 
machinery for the conduct of the controls prescribed in the 
Agreement, and for the prohibition of any German controls 
which may run couater to the objectives of occupation. The 
purpose of this provision is stated as being to bring home to the 
German people that the responsibility for carrying opt the con- 
trols rests with them. 

Clause 17 requires prompt measures for the repair of trans- 
port, the increase of coal output and of agriculturaloutput, and 
for the emergency repair of housing and essentiaT utility 
Services. 

Clause 1 8 deals with the disposal by the Goqtrol Council of 
German-owned external assets. 

Clause 19 lays down that “payment ‘of reparations should 
leave enougli resources to enable the German people to subsist 
without external assistance,” and that means must be provided 
to pay for German imports approved by the Control Council, 
the proceeds of exports to be available m the first filace for pay- 
ment for sveh imports. It is added that this clause is not to apply 
to goods sent out df Germany as reparations under the relevant 
clauses of the separate Reparations Agreement. 


Reparations i 

This general agreement was accompanied by a number of 
further agreements concluded at the Potsdajn Conference. Of 
these, only one, dealing with reparations, concerns us here and 
now. Under it, reparations were to take the form neither, as after 
the first World War, of money payments, nor, as had been often/ 
suggested, of “reparations in kind,” by the use of German laboup 
and materials in reconstructing the areas devastated by the Nazis, 
b ut of actual industrial plant , which was to be removed from 
Germany and re-erectecTinTHe countries entitled to receive it, of 
ships , and of f oreign assets owned by German nationa ls. In 
general, the removal of plant fronTUefm’aiay was" to be subject to 
the limitations specified in the main Potsdam Agi>eement— that is 
to say, enough was to be left to enable the German people to 
maintain the standard of living therein laid down. All plant 
surplus to these requirements, as defined by the Control Council, 
was to be subject to removal as ‘reparations’ — a conception sub- 
sequently complicated by arguments on the part of the Russians 
about German assets which should be regarded as ‘war booty,’ 
and not as ‘reparations,’ and accordingly as removable without 
limit and without reference to the Potsdam Agreements. 

Reparations were in general to be taken by the Russians from 
the Eastern zone of Germany, which was occupied by the Red 
Army, and by the other powers from the Western zones, which 
they occupied. The Soviet Union, however, agreed to meet Polish 
claims out of its share j and it was of course contemplated that 
French, Belgian and other Western co-ustries’ claims should be 
met from the Western zones. (France, it will be remembered, was 
not represented at the Potsdam Conference, and we^ allotted a 
separate zone of occupation only at a later date.) 

The Russians, in addition to the separations they could collect 
from their own zone of occupation, were to share in two ways in 
the reparations available in the Western zones. In the first place, 
they were to receive 15 per cent, of the ‘surplus’ equipment in the 
metallurgical, chemical, and machine-manufacturing equipment 
of Western Germany, but were to pay for this in food, coal, and 
other commodities — ^pfesumably including products of their dwn 
zone of bccupation, though tlris was not actually stated ^ Secondly, 
they were to gpt, without making any returh> 10 per cent. pfother 
surplus capit|| equipment in the Western zones, : 

All deliveries of Geriiflan equipment as reparations were to be 
made within two years, whereas the Russian : retucp payments 
mentioned in the preceding paragraph were to be spread over five 
years. A subsequent agreement w^ to regulate the distribution of 
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the Gei'man navy and merchant rJiarine. German foreign assets 
situated in Bulgaria, Finland, Hungary, Roumania and Eastern 
Austria were to g(? to the Soviet Union: those situated elsewhere 
were to go to the Western powers. 

Reparatiom at the Yalta and Paris Conferences 
It was generally supposed, after the Potsdam Conference, that 
the idea of exacting reparations from Germany in any Ibnn other 
than t he deliverjy of 'surp l us’ in dust ria l e ciuipnicnLhacLheen'giyen 
imrATTKeT^a^onfercnce orFebruary, i it had been laid 

Sown that reparations' sKburd' Be required in three forms— 

deliveries of capital equipment from existing German plants, 
deliveries of goods from the current output of post-war German 
industry, and reparations in tiie form of German labour to be 
employed in repairing war damage in devastated countries. The 
terms laid down at Potsdam seemed, however, by limiting future 
German industrial capacity to the minimum necessary to maim 
tain the permitted standard of living, to rule out all possibility of 
deliveries from future German production; and, as nothing was 
said about the use of German labour abroad, it was assumed that 
this proposal too had been dropped. Nevertheless, at the faris 
Con ference of July. loaS. Mr. Molotov reaffirmed the Soviet 
Umb^rdemana lor reparations deliveries over a period of years 
from current German output, coupling this claim with a I’eference 
to a total sum of 20,000 million dollars for German reparations in 
all forms, half of this total to go to the Soviet Union. This figure, 
he claimed, had been aigreed upon at the Crimea Conference, find 
it appears that it was in fact agreed-upon by the Soviet and 
American representatives at the Conference, but not by the British.- 
Probably Mr. Molotov brought forward this demand, not 
because he expected it to be satisfied, but as a counter to proposals 
that the permitted level of German industrial capacity should be 
raised in order to enable more goods to be exported in payment 
for necessary imports of food into the Western zones. The British, 
in particular, had declared their; inability to go on mectinf the 
cost of feeding Germany while the Soviet Union was drawing 
away surplus .supplies from its zone of occupation; and this 
brought up the whole question of “German, economic unity” and 
of the Potsdam limitations oti German productive cajeacity, which 
Mr. Molotov agreed it might be necessary to mWiiy; 

The Future pf German Industty K # 

The foregoing paragraphs give the gist of the economic part of 
the Potsdam ''Agreements, undfer which the affairs of Germany 
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have since been administeredf) The governing ideas behind them 
were, first, to limit German productive capacity in such a way as 
to remove all danger of successful rearmament; secondly, to 
reduce the German standard of living to the “average standard” 
of continental Europe — ^whatever that might be taken to be; and 
thirdly, to devise a form of reparations payment that would not 
involve money transfers or the maintenance of German export 
industries at a high level as a means of paying, that would not 
require the employment of German labour abroad, and that 
would be over and done with as soon as the physical removal of 
existing plant had been achieved. 

There can be no reasonable dispute about the need to limit 
German industrial production so as effectively to Jirevent rearma- 
ment. The difficulty lies in reconciling this evidently necessary 
condition either with the maintenance of a tolerable standard of 
living in Germany or with the prosperity of Europe as a whole, in 
view of the past dependence of many European countries on trade 
with Germany and on German capital goods for the clevelopment 
of their own industrial enterprises. The Potsdam scheme attempted 
to deal with these two difficulties, first, by defining at a low level 
the standard of living at which the Germans were in future to 
exist, and secondly, by proposing the re-erection elsewhere of so 
much German industrial capacity as, it was supposed, would 
remove the dependence of other counti-ies on German exports. It 
was not made clear what was to happen to the trade of countries 
which had hitherto depended largely on the German market, 
especially for primary products; but it is to be supposed the under- 
lying idea was that the transfer of German industries to other 
parts of Europe would carry with it the markets of which these 
industries had been the effective source. 

These decisions of the Potsdam ^Conference were left to be 
applied by the allied Control Council , which had to determine 
ho’W much industrial capacity of various kinds would need to be 
left to Germany in order to make possible the standard of life to 
be allowed to the German people, and to provide for a sufficient ' 
volume of exports both to pay for the imports requhed to mmn- 
tain this standard and to contribute to the allied costs of occupa- 
tion. There were big controversiei ‘on this question-on the Control 
Council before, in ITarch, 1946, it was at length announced how 
much industrial capacity the Germans were to be allowed to 
retain; and, even when tne announcement was made, it had to be 
accompanied by a British reservation that the whd^e question 
might need to be reopened if any change were made in Germany’s 
western frontier. The plan made piTblic in March divMed German 


industry into a number of categories. In the first place, a number 
of industries were forbiddeir altogether. Then came a group of 
industries making' producers’ goods, to which restrictions of vary- 
ing degrees of severity were to be applied. Third came a group 
of industries making consurners’ goods which were also to be 
' restrictedj fourth, a group of similar industries of which the future 
output was to be “planned” by the Control Council, but not 
made subject to a definite maximum; and fifth, a group of 
unrestricted industries, in some of which it was laid down that 
production was to be increased to the greatest practicable extent. 

Prohibited and Restricted Industries 

The complete prohibitions covered a wide range of products of 
which Germany was a large-scale producer before 1939. The list 
included not only all armaments and sea-going vessels, as well as 
aircraft, but also all forms of synthetic oil and rubber, synthetic 
ammonia and a number of specified war chemicals and gases, all 
radio-active materials, a number of metals, among them alu- 
minium,’ magnesium, beryllium and vanadium, and some 
important engineering products, from heavy tractors and heavy 
machine tools of a variety of types to ball and roller bearings and 
to all forms of radio transmitting equipment. In certain of these 
cases the continuance of production was to be allowed tempo- 
rarily, on a controlled scale, for meeting domestic needs until the 
necessary imports could be procured and Germany was in a 
position to pay for them. 

This list of specific'prohibitions, wide as it was, was of con- 
siderably less importance than the second list, setting out the 
amount of output that was to be allowed, by 1949, in a wide 
“ range of industries producing capital goods and intermediate 
products. For this second' list in fact included most of the indus- 
tries which were the basis up to 1939 of Germany’s export trade, 
as ■well as of production of metal goods for the home market; .and 
‘ it wal evident that the output allowed in this group would be in 
practice the key factor in determining Germany’s economic 
future. The biggest struggle on the Control Council, before the 
recommendations were issued, pentred round the amount of steel 
capacity to be left to Gei’many and the actual output to be 
allowed;. The final decision was that the Germans should.be 
allowed to retain a producing capacity of 7,500,000 tons, but 
that the permitted actual output should be only 5,8oojOoo tons.. 
These were much higher totals thahkwere proposed by the 
Russians, but a good deal Ips^fer than the British Government 
wished to allow. ^ ^ s 
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Steel is, of course, the key to many branches of inairufacturing 
industry; and the amount of steel production allowed to the 
Germans will in practice set limits to many oth«r forms of produc- 
tion, even where no specific restrictions are imposed. Now, Ger- 
many’s pre-1939 output of steel was of course afiected during the 
years of Nazi rule by intensive whr preparation; and for a fair 
assessment of normal output Unaffected by this factor it is neces- 
sary to go back to 1929, before the beginning of the world 
depression. In that year Germany’s output of steel was approxi- 
mately 16^ million tons. In 1936, the year taken as the basis for 
the Control Council’s assessment of German pre-war production, 
steel output was rather more than 19 million tons. The proposed 
capacity of 7,500,000 tons was thus less than 40 per cent, of the 
actual output of 1936, and the proposed output of 5,800,000 tons 
was only just over 30 per cent. This latter amount would be 
hardly more than enough to cover the pre-war consumption of 
the smaller miscellaneous metal industries, without allowing any- 
thing at all for engineering, shipbuilding, vehicle-constructiqn, 
structural steel for buildings, or any of the major uses of the 
material. It was, in effect, an intentionally prohibitive figure, at 
which it would be quite out of the question for the Germans to 
develop any substantial engineering industries, or to conduct a 
considerable export trade in any class of metal goods. There is a 
provision in the scheme which allows this quota of actual' output 
to be revised within the limit set by the permitted productive 
capacity of 7,500,000 tons; but^this latter figure, which was laid 
down as unalterable, is itself plainly inadequate to allow any 
important resumption of Germany’s past position as an exporter 
of metal goods, or to make the country self-supporting. 

In;the accompanying Table A, the output which the plan of 
March, 1946, proposed to allow tOflGermany is set forth for the 
main classes of producers’ goods of which some continued output 
wasi^to be perinitted. It will be sden that the proportion of pre-war 
output — or rather, of capacity, which is by no means the* sdmc ' 
thing— differs greatly from case to case. It is highest for agri- 
culturail; machinery, asTs essential if it is in contemplation that 
Germany is to become much more an agricultui’al country; 
but even in this instance the perrnittcd capacity is only four-fifths 
of the_pre-war outputs At the other end of the scale machine-tool 
capacity is scaled! down to a mere ii-J per cent, of the 1936 
output — ^a derisory quoth which would be inadequate even to 
provide for normal replacements of worn-out and obsolete tools, 
whereas in fact the need for replacements would obviously be 
for some time much above the ndrraal in most of ■the non-war 
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German PRomiCTli'E Gapacot 

ALUED CONTROL OOUNOIL: DEOISIONS CONOERNINO THE PRODUCTIVE 

CAPAcrry to be retained by Germany in certain industries, 194.9 . 

A. Producers' Goods Industries 

Percentage 
of pre-mr 
capacity 
k/tto 

Output in 1936 19i9 level Germany 

Steel . . . ■ . i9'2 mn. tons 7-5 mn. tons 39 

Light metals . . . . 763,000 tons 404,000 tons 54 

Basic chemicals (nitrogen, pho.s- 
phates, calcium, carbide, sul- 
phuric acid, chlorine, alkali) RM. gao mn. RM. 368 mn. 4.0 

Machine tools ». . . RM. 64,3 mn.t RM. 74. mn. if4. 

Heavy mechanical engineering RM. 1,39.4 mn.t RM. 4.3a mn. 31 
Light mechanical and construc- 
tional engineering . . RM. 2,291 mn.t RM. 1,145 mn. 5 ° 

Electro-engineering . . RM. 3,000 mn.'t RM. 1,500 mn. 50 

of which 

Heavy electrical engineering . RM. igomn.t RM. 4,0 mn. 30 

Trucks . . . . . 59,000 40,000 67 

Agricultural' machinery . . RM. 323 mn.t RM. 258 ran. 80 

Light agricultural tractors . 13,900 10,000 72 

Precision instruments and optics RM. 4.91100. RM. 34.0 mn. 70 

Dyestufl's .... — 36,000 tons — 

industries which Germany was to be suffered to retain, because in 
these branches of production normal reiolacemcnts were imprac- 
ticable during the years of war. 

Machine tools arc tm extreme case; but even in light engineer- 
ing the permitted capacity was put at only half the 1936 output, 
and in heavy engineering, even apart from the kinds that are for- 
bidden altogether, at less than one-third. Basic chemicals, apart 
from those which were prohibited, were put at only 40 per cent, 
of the output of 1936, 

This list needs to be studied in conjunction with the list given - 
in Table B, which covers the two categories of ‘restricted’ and 
‘planned’ mdustries producing consumers’ goods. In the ‘re- 
stricted’ industries belonging to this group the cuts were lesp 
drastic than in the case of producers’ goods; but even so, they 
itivolved in every instance severe reductions on pre-war capacity; 
and the same is true of tlie industries which ard ‘planned’ but not - 
‘restricted’— the difference presumably being that in the second, 
blit not in the first ofthese categories, tl» Germans were to be free 
in due cou^e to acquire fresh plant if they could, and thus to 
expand their production beyond what was planned for 1949. 

f’i'DsS. 
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German PEd^uarivE: Capaoity 

ALLIED CONTROL COUNCIL: DECISIONS CONCERNING THE PRODUCTIVE 
CAPACITY TO BE RETAINED BY GERMANY IN CERTAINt INDUSTRIES, T 949 


B. Consumers’ Goods Industries 



Output in 19S6 

19i9 level 

Percenioge 
of pre-war 
capacity 

Restricted Industries 

r Passenger cars 

845,000 

40,000 

16 

Pharmaceuticals . 

RM. 413 mn. 

RM. 33a nui. 

80 

/V Plastics and various 

chemicals . 

RM. a,iia inn. 

RM. 1,478 mn. 

70 

Electrical power cap- 

( acity . 

KW. i5‘a mn. 

K.W, 9'0 mn, 

60 

Planned but not Restricted Indus- 
tries 

'Textiles and apparel 

856,000 tons 

665.000 tons, 
including 

185.000 tons 
synthetic fibre 

8.129.000 tons 

77 

Paper and printing 

3,149,000 tons 

65 

Footwear 

60 mn. pairs 

113 mn. pairs 

70 


The significance in this connection of the year 1949 is that the 
output of the various industries was to be allowed to rise gradually 
towards the permitted levels, in such a way as to reach them by 
1949. It was clearly contemplated that in the intervening period 
the actual production of German industries would be below the 
greatly reduced totals that were to be permitted to it under the 
Allied plan. n 

Last comes the group of industries to which no direct restric- 
tions or ‘planned’ totals of output were applied. These include 
building materials (except cement) and woodwork, glass and 
pottery, bicycles and motor-bicycles of low power, and certain 
raw materials, among which are potash and coal. The output of 
these last was, indeed, meant to be expanded to die utmost— -an 
intention which wilT certainly be frustrated unless the German 
food situation can be decisively improved. 


German Exports and the Standard oj Living 

The general upshot of these decisions was to limit German in- 
dustrial capacity, for a population estimated for 1 949 at not more 
than 66,500,000 (a figure reached by guesswork or by sheer 
wishing), to roughly half the: pre-war level, which was related to 
a population of about 70 millions. They therefore invdlved a yery 
severe reduction in German standards of living^ even on the most 
optimistic assumptions about the numbers to be provided for and 
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about the actual workability of thd plan as a whole. They have to 
be considered in connection with the cognate decisions about the 


future of Germany’s foreign trade. The Allied plan contemplated 
that by 1 949 Germany would be exporting goods to a value of 3,000 


(A) Principal Souroes op German Impor'M, igaS and 1938 


(In millions of new gold dollars) 

^ im. 

M’H mn per cent. 

A, Eurolio 

im, 

per cent, 

(1) U.K. and Eire 

3()u 

117 

ti‘4 

5-25 

Franco .... 

3 f >7 

.58 

B-8 

2-6 

Belgium .... 

ipi 

78 

3-4 

3-5 

tiolland . ' . 

287 

80 

n-i 

3'6 

Switzerland . . 

133 

42 

a-3 

l'9 

Sweden . 

102 

106 

1-8 

4'75 

Norway .... 

49 

40 

0-9 

1-8 

Denmark. . . 

I4Q 

(17 

a-s 

3'a 

Italy .... 

m 

, 99 

3-3 

4-5 

Spain 

iia 

37 

a-o 

I '66 

Portugal . . . . 

15 

10 

o-aG 

0'45 

Other We.'itern Europe 

jj 

a 

O' 03 

o-og 



1.970 

736 

34'8 

33' I 

(2) Czechoslovakia 

. . 217 

5a 

3'8 

2*3 

Austria . 

94 

35 

i'7 

I *6 


311 

87 

5'5 

3*9 

(3) Bulgaria . 

. . ai 

34 

0'37' 

J’Sl 

Yugoslavia 

r • 

44 

0*48 

2‘0 

Roumania 

r . 76 

!58 

I '34 

3-88 

Flungary 

ag 

41 

0'5i 

Turkey . 

ag 


0*51 


Greece . 

. . 38 

38 

o'oT 

1*7. 

Poland , 

. . 152 

44 

38 

a'68 

2*0 

Esthonia, Latvia, Lithuania ** 6a 

in 

i’7 

Finland . 

51 

38 

0'9 

i'6 

Others , v. . 




. 


485 

381 

8'6 

1 7 * I 

S, Other Arms 
tj.S.A. . 

. 817 

163 

I4'4 

. 7*3 

Rest of North America . 160 

38 

a'8 

■ t’7 

Latin America 

. : . . 692 

360 

i!2*a 

i6'a 

Africa . . 

a88 

156 


7’0 

Asia . :. 

: . . 641 

23.5 

ii'S 

.li'f) 

U.S.S.R. . . 

... 153 

19 

2'7 

O'Bs 

Oceania . 

.. . . . : 146 

af 

a-D 

I *2 

r ■ 

8,897 

1, 018 

' ■ 

_ 

, Total ; i,. , . 

■ • : : ' 3/^63 

a,qaa ■ 
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million reichmarks at the pricfes of 1936, and laid down the same 
figure as a maximum for German imports, with a proviso that 
any sum remaining after payment had been *made for imports 
actually approved by the Gontroh Council should be assigned to 


(B) Principal Destinations of German. Exports, igaS and i 
(In millions of new gold dollars) 


A. Europe 
(i) U.K. and Eire 
France 
Belgium . 

Holland . 

Switzerland 
Sweden . 

Norway . 

Denmark. 

Italy 
Spain 
Portugal . 

Odier Western Europe 


(a) Czechoslovakia 
Austria . 


( 3 ) 


Bulgaria . 

Yugoslavia 
Roumania 

Hungary . . 

Turkey . . . 

Greece . . 

Poland . . . 

Esthonia, Latvia, Lithuania 
Finland. . . 

Others . . . 


B. Other Areas . 

U.S.A. . . 

Rest of North America 
Latin America* 

Africa . . ' 

Asia . . 

U.S.S.R. 

Oceania . , . 


Total 


1988 1938 


484 

152 

325 

88 

197 

92 

474 

180 

231 

33 

174 

107 

68 

50 

168 

81 

221 

I 2 I 

84* 

31 

20 

16 

5 

2 

2.451 

1,083 

261 

55 

172 

47 

433 

102 

15 

23 

48 

48 

70 

60 

62 

44 

27 

6i 

24 

45 

200 

* 54 

69 

35 

86 

33 

2 

I 

603 

404 

321 

6 b 

27 

10 

360 

257 

II3 

82 

346 

2 II 

163 

13 

31 

20 

4,848 * 2,162 
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1928, 
per cent. 


lO-O 

67 

4.’0 

• 9'75 

475 

3- 6 
i'4 

3'5 

4 - 5 
7 
4 

o-i 


*1- . 


50-4 


5-4 

3-5 


8-9 


5U i 


0-3 
fo 
I ‘4 

0- i 

,0’5 

4 -I 

1 - 4 

1-75 


iai-4 


6-6 

0-6 

7-4 

a -3 

7'i 

3-4 » 

0-6 

1 00 » 


3 'I 


938 

19SS, 
per cent. 

7- 0 
4*1 
4'25 

8- 3 

fS-o 

■0 a‘3 

L375 

5-6 

/i'4 

\o-7 

o-i 


50-I 


s-5 

a-a 


4-7 


13-0 4 


PI 

a-a 

a-0 

2-0 

2-0 

2-1 

2-5 

1-6 

I’S 


i8'7 


2'75 

0‘5 

ipg 

3*8 

9'8 
0-6 
_^9 
100 
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help pay for the. costs of occupatidh. Approximately half of the 
sum allocated as a maximum for total imports was earmarked for 
imports of food and fodder. The figure of 3,000 million I’eichs- 
marks compares witli an actual sum of 4,200 million reichsmarks 
paid for imports in 1936. 

What did not appear was how Germany could possibly export 
goods to a 1936 value of 3,000 million reichsmarks in face of the 
restrictions imposed on future productive capacity. These restric- 
tions, as we have seen, fell most heavily on the industries which 
provided before the war the main bulk of German exports. It was 
no doubt contemplated that the reduction in industrial output 
would release for export considerable quantities of coal; but on the 
most optimistic 'estimate, this could not go far towards filling the 
place of the metal goods and chemicals on which Germany had 
hitlierto largely relied. The planned output of the textile indus- 
tries, which was set at only 77 per cent, of the 1936 output, does 
not suggest that these can have been meant to fill the gap; and 
what else is there? Woodwork, pottery and glass, and not much 
more; but it is merely fantastic to suggest that the exports of these 
classes of goods could possibly be expanded enough to cover the cost 
of the foodstuffs which Germany will need to import, even if the 
standard of living is to be cut down, as was proposed, to the 
“European average.” 

In other words, the Allied plan did not make sense; and in all 
probability not one of the negotiators who drew it up ever 
supposed it did. That indeed was not its purpose, which was 
primarily that of determining at a higli level the amount of 
industrial plant to be taken away as reparations, and only 
secondarily that of prescribing directly for the future of the 
German people. It seems certain that, in practice, the denudation 
of German industrial capacityin accordance with the terms of the 
plan could not leave the Germans in a position to achievc—or to 
get near to achieving— even the low standard of living for which 
the plan was supposed to provide, 

It was laid down in the plan itself both that Germany should be 
left with enough capacity to achieve this standard, and that all 
Germany (apart from the area.s annexed to Poland and the Soviet 
Union) should be treated as an economic whole. It was also 
assumed that Germany would be able to find markets for exports 
— despite the limitations, direct and indirect, on their character — 
up to the projected value, and that the p^)pulation would not by 
1949 exceed" the total on which the plan was based. It was 
implicitly, though not expIicitlVj assumed that there would be no 
annexations of German territory in the West— that is to say, that 
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France would not get even t|e Saar, much less the Rhineland. 
If any or all of these assumptmns turn out to be false, the figures 
included in the plan can be questioned; but it by no means follows 
that it will be easy for the powers to agree on their amendment. 
The Russians, at that stage, would have liked to impose even more 
drastic restrictions, and, though Mr. Molotov has since spoken of 
the possibility of amending them, no agreement has been reached 
on revision even if, as a consequence of the alienation of further 
key territories, the plan is rendered still more unworkable than it 
was from the start, or if a larger population had to be provided 
for, or again if it beeomes evident that exports, within the 
terms of the plan, can not possibly approach the level laid down 
as necessary to cover Germany’s imisort needs. Soviet policy in 
effect is likely to depend on a number of conditions that have 
much more to do with the state of world politics than with the 
economic needs of the German people. 

The fact will almost certainly diverge greatly from the project. 
Nevertheless there the plan is, approved in all solemnity by the 
representatives of the great powers, and still serving nominally as 
a basis for calculating the industrial capacity to be removed from 
Germany as reparations, with a view to its re-installation else- 
where, or else destroyed as ‘surplus’ to Germany’s admitted needs. 

Conflicting Views of Germany’s Industrial Future 

In setting out from this conception of Germany’s economic 
needs the Potsdam Conference was doubtless actuated by a mix- 
ture of prudential and pmritive considerations. If the aim had 
been merely prudential, the Conference would evidently have 
begun by enquiring how little interference in Germany’s economic 
life would be enough effectively to prevent the recrudesceirce of 
German military power in any formihat might constitute a threat 
to the world’s peace. Provided that this could be achieved, the aim 
would have been to secure from Germany the largest possible con- 
tribution to world development and prosperity, and accordingly 
to make the greatest possible use of German industrial resources, 
including the high skill and technical capacity of the German 
people. It is abundantly clear that the problem of Germany’s 
future was not approached at Potsdam from any point of view 
even remotely reBembling this. The British delegates do appear in 
the first instance® to have regarded it partly from this point of 
view; but the main effset of their doing so was to engender 
suspicion in the minds of the Russians that they migljii: be design- 
ing to build up Germany, or at any rate Western Germany, into 
a potential arsenal or source of su|»plies for a future ^ittack on the 
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Soviet Union. The Russians clea/’ly approached the problem 
from a totally different angle. Having sullered immense devasta- 
tion and destruction of industrial resources at the hands of the 
Germans, their main object was to secure, in the form of repara- 
tions, the largest possible quantity of German industrial plant for 
use in rebuilding their own economic life. This, and fear of the 
West, I’ather than a desire to punish the Germans, were the pre- 
vailing considerations in the minds of the Russians; and they led 
to a wish to insist on a low standard of living in Germany 
because this would both release most plant for seizure as repara- 
tions and prevent any rebuilding of German industrial power in 
association with the Western countries. This attitude explains the 
apparent paradox of Rus.sian policy, which combined a greater 
willingness to grant rights of self-government than was shown in 
the Western zones with a greater ruthlessness in despoiling Ger- 
many of its basic equipment. Moreover, the wide gap between 
standards of living in Western and in Eastern Europe made for 
sharp differences in attitude. The Western countries, used to the 
idea of Germany as an advanced industrial State and to that of a 
minimum standard of living based on long practice of advanced 
industrial and agricultural techniques, thought instinctively of the 
German people as entitled, apart from punishment for ‘war 
guilt,’ to a standard of living not greatly different from their own, 
whereas the Russians, thinking in terms of the much lower 
standards prevalent in Eastern Europe, asked why the Gerrhan 
people should be allowed to live better than the Eastern neigh- 
bours upon whom Gerijiany had wantonly inflicted such grievous 
wrongs, and saw nothing amiss in a proposal to assimilate Gcmian 
living standards to those of Eastern, rather than to tliosc of 
Western, Europe. The outcome of this conflict of attitudes was the 
compromise which prescribecj for Germany a standard equal to 
the average of East and West, leaving out on the one hand the 
United Kingdom and on the other the Soviet Union itself— 
probably because the standard of the Soviet Union would have 
been very difficult to ascertain, and, if it had to be omitted on one 
side of the account, it seemed best to balance the omission by 
leaving out the United Kingdom, with its much higher standard, 
on the other. 

Germany and the Rest of Europe o 

It is easy to understand the feeling inrthe Soviet Union both 
that the Ger^maiis owe the fullest reparation that can be exacted 
from them towards rebuilding the shattered econesmic structure of 
Russia and the Ukraine and riiat thcBe is no reason why the 
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Germans, having been respoilsible for so much sheer wickedness 
and mischief, should be allowed to maintain a standard of living 
superior to that of their victims. But the question cannot be 
reasonably settled on the basis of these considerations alone. 
There is also the problem of the effects which the destruction of 
Germany’s industrial capacity is likely to have on the future of 
Europe as a whole, and in particular on the poorer parts 
of Europe. The Russians can, no doubt, find good uses in the 
Soviet Union for all the plant they are able to remove from 
Germany on reparations account; and when they have removed 
as much as they can, they will be still very much worse equipped 
than they would have been if the Nazis had not overrun their 
territory and destroyed as much of its productive 'capacity as they 
could. This may seem to the Russians to give an unanswerable 
foundation of justice to their claims for reparations at the highest 
practicable level, and at the cost of a low German standard of 
living. The position, however, cannot look quite the same to any- 
one who is thinking in terms of Europe, or even of Eastern 

( Europe, as a whole — even apart from the fact that the attempt to 
put the Potsdam principles into effect has involved Great Britain 
and the United States in spending large sums on keeping the 
German people alive, and has thus meant in effect that the 
victors have been paying ‘reparations’ to Germany instead of 
receiving them. The Germans, however, so far from prospering 
under these conditions, have been reduced to as deep a state of 
misery as even their most vindictive enemy could desire. 

/ Nor must we forget that from the standpoint of the predomi- 
nantly peasant countries of Eastern Europe, Germany is im- 
portant qui te as mueh as a market as it is as a supplier of industrial 
exports, or that, even as a supplier of exports, particularly capital 
goods in exchange for primary procfucts, it is not easy to see how it 
can be replaced. The economy of these countries has hitherto been 
based to a considerable extent-— and the tendency was intensified 
during the years of German economic expansion before 1939— on 
exporting primary products, agricrdtural and mineral, to the 
German market and on receiving in exchange, and also to some 
extent on credit, German manufactures of both capital goods and 
consumers’ goods. If, as a consequence of the reduction Of 
German indust:|^al capacity, particularly in respect of capital 
goods, 'the Germans are able to do little to supply the needs of 
Eastern Europe for new capital equipment, and if, in accordance 
with the Potsd^ decisions, Germany is forced to rdtluce imports 
and to live to a* greater extent on home-produced agricultural 
products, whence are the countries of Eastern Euthpe to get the 
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machinery and the other, goods ^Jiey roust have as a basis for 
their own economic development, and where are they to find 
alternative markots for the primary products on which they 
depend for their ability to pay for such imports as are not 
supplied to them on credit? 

There are several possible answers to this question; but none of 
them is in the least satisfactory. The first possible answer is that 
the Russians, having acquired the German indtistrial plant, will 
be in a position to supply capital goods to Eastern Europe, in 
addition to rebuilding and expanding their own industrial: 
capacity. But is this likely, at all events in any near future? The 
Russians, having lost more productive capacity than they can 
possibly hope to' get from Germany, will require all they get — and 
much more — for meeting the urgent demands of their own 
economy, and will for a considerable time have little to spare for 
helping other backward countries to restore or develop their 
economic structures. Moreover, it seems improbable that for some 
time to come the Soviet Union can furnish a good market for most 
of the primary products of its East European neighbours. The 
imports which the Russians most urgently want are not such as 
these mainly peasant countries can supply. There will no doubt be 
outlets in the Soviet Union for mineral products from South- 
eastern Europe; but these cannot go far towards enabling the 
peasant countries to supply themselves with the imports they 
stand in need of. In ihe long nm, very likely, these conditions will be 
altered, and the Soviet Union may come to have both a surplus 
of capital goods avaikAle for export and a need to import agri- 
cultural as well as mineral products from neighbouritig States. 
But it is a bleak prospect for the peasants of Eastenr Europe if they 
are simply to wait for this situation to arise. Their export markets 
are already dislocated and *heir entire economic structure is 
already in the grossest disorder, with disastrous reactions on their 
standards of living in town and country alike. If there is help to be 
had soon from any quarter, they can by no means afford to wait 
in destitution for an indefinite period until the Russians are ready 
to give them large-scale aid. 

The second possible answer is that Germany is to be replaced as 
both supplier and market of the countries of Eastern Europe by 
the other industrially developed countries of thf West, and par- 
ticularly by the United Statesy which alone has the ability to grant 
them, in the near future, large-scale credifs. But is this answer any 
more satisfactory than the other? The more credits the Atoericans 
are prepared to grant tO; these countries the bettdi-, provided that 
they are granted on tolerable conditions— -a proviso to which we 
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shall have to come back in a ifpment. But credits are hardly likely 
to be granted, on any terms, ^except where there is a prospect of 
the interest at any rate Ijeing paid and of the credits being used to 
foster mutual commercial relations which will ifesult in an increas- 
ing interchange of goods and services, and will thus improve the 
prospects of repayment, in the long, run, of the principal as well. 
Is it likely that the peasant countries will be able, even if tliey are 
given credits for capital development, to find in the United States 
or in Western Europe markets for their primary products to 
replace the German market? They will be able to do this, in 
practice, only to the extent of their ability to sell at woi’ld prices 
in competition with the lower-cost, because more efficient, pro- 
ducers of the more advanced countries; and it was precisely this 
type of competition that they were seeking to escape from between 
the wars, and that was ruinous to their peasant cultivators. That 
was why they fell in eagerly with Nazi economic projects which 
gave them assured markets, often at prices substantially above 
world prices; and they cannot be expected to display any enthu- 
siasm for proposals which involve a return to the pre-war con- 
ditions with the further adverse factor added that the Germans 
will no longer be in a position to buy, even at world prices. Yet it 
is too unlikely to be worth discussing that the Americans will be 
ready to receive East European produce at a price higher than the 
world price, or that the countries of Western Europe, which are 
nearly all faced with very difficult balance-of-payments problems, 
will open their markets to East European producers on any 
preferential terms. 

The third possible answer is that, unfortunate as it may be for 
the countries of Eastern Europe to lose the German market, there 
is nothiiig that can be done for them, and they must be left to 
reconstruct their economies as best they can without it, and with- 
out any other market or source of supply to take its place. To 
accept this solution would be not merely to perpetuate the existing 
primary poverty in Eastern Europe, but to acquiesce in making it 
a great deal worse than it has been hitherto; for rising population, 
pressing rnore intensely on the land, will inevitably cause further 
deterioration unless remedial measures are applied. 

The Political Factors, in the German Problem 

The case for retrieving and developing .the German economy 
both as a market and asi a means of supply for the backward areas 
of Europe would appear overwhelmingly strong were^it not for the 
political factors, If Germany is denuded of industrial plant to such 
an extejit as to destroy German psjwer to export capital goods, the 
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removed plant will doubtless aid tbp restoration of the devastated 
areas of the Soviet Union. But the toss to Europe as a whole will 
be lasting. If there were no political obstacles in the way, the 
natural course wduld be for the Russians to get, mainly from 
America, the machinery which they need for reconstructing their 
industries. America could easily supply what is wanted, and 
indeed needs the market for its own industries producing capital 
goods. It could easily supply the goods on credit, on the security 
of Russia’s rapidly advancing productive power. But, when the 
Russians asked for a big American loan with this end in view, it 
was speedily made plain to them that, on political grounds, no 
loan would be forthcoming except on terms which, equally on 
political grounds, they could not possibly accept. The refusal of 
loans by the United States reacted on the Soviet Union’s policy 
towards Germany, by making the Russians more intent on secur- 
ing, as reparations, the machinery they could not get on credit 
from America. The Americans, having refused aid to Russia, were 
the more intent on finding in the other countries of Easteim 
Europe outlets for the products of their mechanical industries; but 
here again political considerations barred the way, because the 
Americans wanted in these countries Governments which could 
be relied on to give their backing to capitalistic private enterprise, 
whereas the Russians regarded American support of the parties 
from which such Governments might euierge as counter- 
revolutionary manoeuvring directed against their own rdgime, 

American Policy towards Germany 
When the Americans came to formulate their own German 
policy, it was soon plain that powerful rival tendencies existed in 
the United States. One simple view was that the elimination of 
German industrial competition would open the door wide to 
Ainerican export industries, afid should therefore be pressed as far 
as possible in the interests of American penetration of world, 
markets. It muk not be forgotten that the finst project for the 
‘pastoralisation’ of Germany, often called the ‘Morgenthau Plan,’ 
was put forward in the Umted States, and by a leading member 
of the American Government. As against this, another section of 
American opinion undoubtedly favoured the building up of 
Western Germany as a factor in the European balance of 
economic power against tlie Soviet Union. At the discussions 
which followed the Potsdam Gonferenc|i the American repre- 
sentatives spoke with two voices— iiow siding with the Soviet 
Union agaii?st Great Britain in favour of drastic destruction of 
German industrial capacity, now joining the British against 
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the Soviet Union in urging ^nore liberal treatment, including a 
steady insistence, in both moods, that Germany ought to be 
treated as a single whole and that control ought as speedily as 
possible to be so limited and German administration so X’estored 
as to allow a rapid reduction in the numbers of the occupying 
armies. 

Of course, part of the trouble was that, if what was aimed at was 
a speedy withdrawal of the forces of occupation and a leaving of 
the Germans to their own devices, this object was much easier to 
reconcile with a great initial destruction of German industrial 
capacity than with an attempt to render German industry harm- 
less for war without impairing its capacity to serve the needs of the 
world. The greater the capacity for producing metals and metal 
products Germany was to be allowed to keep, the greater evi- 
dently would be the need for supervision of the German economy 
in order to prevent the misuse of this capacity for clandestine war 
preparations. Thus, the desire of the Americans to get out as soon 
as they could reinforced the desire of certain American indus- 
trialists to cripple a formidable competitor in the world market, 
and swung the Americans to the side of drastic limitation of Ger- 
many’s permitted industrial production. But the swing was only 
partial, for there were also important American interests which 
had capital investments in Germany, and thought of Germany as 
a possible base for American-owned enterprises working for the 
European market. 

a# , 

The French Attitude 

The French, as we have seen, were not represented at Potsdam; 
but they- were parties to the subsequent discussions at which the 
implications of the Potsdam Agreements were worked out. The 
French had, throughout, a point of view of their own. So far from 
wishing Germany to be treated as a single ccomomie unit, they 
were set, not only on annexing the Saar, over which they had been 
granted a temporary control after the first World War, but also on 
detaching the Rhineland and the Ruhr from the rest of Germany, 
in such a way as to divorce the productive resources of these areas 
from the German economy. The Rhineland some Frenchmen 
wished to annex and to incorporate in the French State, whereas 
others thought in terms of making it a separate State, under 
French, or perhaps ui?der some sort of international, tutelage. 
The Ruhr it was not proposed by anyone who matlSrcd to annex 
to France; but the French leaders did mostly demand its per- 
manent severance firom the Geriflan State, and its* reconstitution 
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under international control, its rcsouilces — above all, its coal — -to be 
used to meet the common needs of Europe, France, thrice overrun 
by the Germans, aimed at removing the German menace, not by 
‘pastoralisation’ of the whole country but by permanent severance 
from the rest of Germany of the one area which v/as capable of 
serving as an effective basis for a renewal of German militarism 
under the conditions of modern warfare. 

This French attitude was fiercely opposed by the Russians, who 
saw in it a plan, not for the demilitarisation of the Ruhr, but for 
the erection of it into a potential arsenal of Western capitalism for 
a future onslaught on the Soviet Union, It was opposed in 
addition by the representatives of the United States and Of Great 
Britain, wlro aimed at treating Gennany as an economic and 
political whole, and doubted the practicability of keeping the 
Ruhr detached from’ the rest, of Germany except by permanent 
force, which would involve the maintenance of a large permanent 
army of occupation. The decisions reached at Potsdam, without 
French participation, had indeed already prejudged the question 
against making the Ruhr a great exporting area, except for 
coal; for the Ruhr could not be built up for the supply of 
Europe on the basis of the exiguous capacity for heavy industry 
which it was to be allowed to retain. Moreover, the Potsdam 
decision in favour of treating all Germany, except the areas 
already detached in the East, as a single unit implied that the 
Ruhr and the Rhineland were not to be severed. When the 
French were tardily brought into the discussions as partners in the 
occupation of Germany,*' with an equal concern in its futui’C, these 
decisions of the Potsdam Conference necessarily came again into 
question. But the Russians, who had on the whole got their way 
at Potsdam, were by no means prepared to have the whole 
question again thrown open; And the Potsdam dlecisions nomin- 
ally stood, though their workability— 'to say nothing of their 
wisdom— came to appear more and more doubtful at every 
attempt to apply them by working out their implications on 
particular points. 

The Frontiers and Industry 

Indeed, it soon became obvious that the amopiit of industrial 
capacity needed to maintain any given standard of living in Ger- 
many could not really be ascertained untirthe new frontiers of the 
country had definitely fixed, and until it was known how 
many people would have to subsist inside them. This second con- 
sideration was" relevant, because any further annexations might 
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involve additional transfers of population to a reduced German 
State, and also because the'^ capacity of the Ruhr to maintain 
population was bound to depend on the amorvit and character of 
industry that it was allowed to retain. Yet nothing could be deter- 
mined on these vital points because there was no agreement upon 
them; and the Potsdam decisions had to stand, at least nominally, 
because there was no agreed basis on which they could be 
revised, 

The future of the Ruhr — and, less essentially, of the Rhineland 
— ^thus became entangled with the entire problem of the relations, 
political as well as economic, between Eastern and Western 
Europe. The Russians were set on destroying the Ruhr’s indus- 
tries, while of course leaving its great coal industry in being, for no 
one wants to prevent the Ruhr miners from producing all the coal 
they can — so clearly indispensable is the Ruhr coal to European 
industry, wherever the industries that make use of it for further 
production may be placed. The Russians wanted to destroy the 
Ruhr industries, partly because they wanted to carry away all the 
plant they could to the Soviet Union, and partly because they 
wished to weaken the military potential of a Western Europe 
which they profoundly misti'usted. The French wanted, not to 
destroy the Ruhr, unless they failed in their purpose of severing it 
from the rest of Germany, but to place it under an international 
control which would make it, among other things, a source of coal 
supply for French industries in Lorraine and perhaps in the 
Rhineland, should that area be annexed to France. The British 
wanted to leave the Ruhr with enough •productive capacity to 
help the rest of Germany in paying for necessary imports, includ- 
ing those needed for the support of the armies of occupation; and 
they feared that, if the Ruhr were to be either destroyed as an 
industrial producer or restricted mainly to mining, there 
would be no means of preventing the maintenance of the German 
people, as well as the costs of occupation, from remaining a heavy 
burden on the British taxpayers, and from imposing an additional 
strain, that could ill be endured, on the British balance of pay- 
ments. The Americans havered, favouring now one solution of the 
problem and now another, and throwing on the disagreements of 
them co-partners the blame for their own indecision and want of 
any clear constructive policy. And, finally, overshadowing the 
whole disGussioif was the clash of political ideologiesj wdth the 
Russians everywhere suspecting capitalist plots against the Soviet 
Union, and at any rate some Americans aiid a few British people 
making or proposing exactly the war-mongcring manoeuvres 
which the Russians took as justiflSiations of their fears. 
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The Zones of Occupation (1 . 

All these discussions took place, not in a vacuum, but in 
presence of the disqriented, neurotic, underfed, occupied German 
people. They made the zones of occupation, which had been 
designed originally as purely military areas, into separate regions 
of political influence and conflicting economic and political 
policies. It had been contemiDlated that there should be, at the 
earliest possible moment, the fullest freedom of trade between 
the zones, in order that the various parts of Germany might 
exchange surpluses for their mutual benefit. This intention implied 
the speedy restoration of easy communication between the zones, 
as well as of personal intercourse and unified forms of social, 
economic and political organisation. In part, it was frustrated by 
sheer shortage of the means of transport, and also by the fact that, 
over all Germany, it was much easier to find deficits needing 
to be made good than surpluses available to be exchairged. 
But, over and above this, it was prevented by political differences 
and by economic frictions. The Russians carried into their zone 
of occupation their own political conceptions. They were ruthless 
in extirpating Nazi influences both from public life and from 
private business, and were fully prepared to carry this policy to 
the point of temporarily destroying the efficiency of public and 
business administrative machines. On the other hand, this policy 
compelled them to proceed I'apidly with the improvisation of 
alternative agencies of government and business control, which 
they placed, wherever they could, in the hands of persons well 
affected to the Soviet Union. This led them to give large recog- 
nition to the German Communist Party and, as this party by 
itself was clearly not enough to give them a sufficient basis of 
support, to press for the unification of German Socialism under 
Communist leadership in a single party claiming to stand for the 
entire German working class. The Socialist Unity Party formed 
under this pressure failed, however, to secure the allegiance of a 
large body of Social Democrats in Eastern Germany; and Berlin 
became a centre of struggle between the rival Socialist groups. At 
the sarhe time, on the economic plane, the Russians pursued 
ruthlessly their own ideas of reparations and war booty, denuding 
their zone of occupation of livestock as well as of industrial plant 
for the replenishment of the devastated areas of the Soviet Union, 

In the American zone, policy was quite '‘different. The 
Americans carried into Germany their zed for the extirpation of 
monopoly— appecially of monopoly under foreign control. They 
began zealously breaking up I.G. Farben and other great German 
cartel enterprises— and of courstf no less zealously collecting their 

748 


trade secrets and patent pivcesses for the benefit of American 
industrialists. At the same time a section of American industrialists 
began to canvass the idea of buying up German industries and 
I'eorganising them as subsidiaries of the great American under- 
takings. Politically, the Americans’ attitude was dominated by the 
desire rapidly to reduce the size of their occupying army; and this 
led them to follow an active policy of transferring administration 
to German hands. But, whereas the Russians built on the Com- 
munist Party, the Americans, occupying a largely Catholic zone 
and hostile to all forms of Socialism, tended to build their political 
structure rather on the foundation of the Catholic Church and 
its political affiliates — ^with the necessary consequence of creating 
a new structure strongly antagonistic to Communism and to the 
Soviet Union. 

In the British zone, yet a third policy was being followed— if 
indeed it could be called a policy in any constructive sense. The 
British went much less far than either the Russians or even the 
Americans in expelling Nazi sympathisers from administrative 
positions, especially in private business, and much less far also in 
handing over discretionary functions and powers to Germans. 
This was because they did not select any particular element of the 
German people to use as their agents, and were very slow in allow- 
ing any re-emergence at all of political activity, or even of Trade 
Unionism or other forms of popular economic organisation. The 
British attempted to govern their zone of occupation “non- 
politically” — ^which meant in fact governing it militarily, and 
mainly through soldiers who were not setected at all on grounds 
of political competence, or as likely to encourage the growth of 
democratic political attitudes among the Germans with whom 
they had to deal. The result of this policy was to leave a political 
vacuum; and indeed, it was in some respects worse than this, for 
in refusing to select German collaborators on political grounds, the 
politically unguided British authorities on the spot were inducecbto 
select on grounds of apparent competence or even of ‘gentlemanli- 
ness’ irrespective of attitude, and this often meant leaving jn posi- 
tions of authority, except at the very top, Nazis or near-Nazis, 
because they appeared best to mnderstand the details of adminis- 
tration, or to be technically the roost competent persons available 
for the key positions in industry, or because they knew best how to 
make themselves accommodating to the occupying authorities, 

The ‘Mon-PoliticaT Illusion : ^ ^ 

This disastrous ‘nori-politicaT^approach to the problem was 
doubtless partly due to the tendency, very marked fn home affairs 
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In Great Britain, to believe in the ii^partlality and sense of duty of 
the ‘non-political’ Civil Servant, and to think of the tasks of 
administration as needing to be carried out, not by partisans of 
any -ism or opinion, but by officials judicial enough to jrnpleinent 
any policy laid down for them by their political superiors. It was 
forgotten both that the working of this theory jn British govern- 
ment depends on the presence in office of political superiors who 
do stand for a definite point of view, and issue instructions based 
on that point of view, and also that, even if a supply of impartial 
administrators could be relied on under the political conditions of 
Great Britain, their presence would have been a misfit in a society 
just emerging Irora a period of Nazi rule. At any rate, the absence 
of political guidance resulted in each officer beingleft to deal with 
the Gei'mans with whom his duties brought him into contact 
largely according to his own bent, with the reservation that any- 
thing that suggested that he was “taking sides" was likely to call 
down on him the disapproval of his militai'y superiors, and that 
the line of least resistance was usually that of leaving existing 
German officials and business rhanagers undisturbed, unless they 
had been particularly notorious Nazis. 

One effect of the British attitude was to give practically no 
encouragement to the growth of democratic political forces in the 
British zone of occupation, and in particular to set the German 
Social Democrats who were .seeking to bring about such a revival 
an exceedingly difficult task. In the Russian zone, and in Berlin, 
where the four occupying powers liad each it.s zone of control, the 
Russians were giving Ml support to the German Communists in 
their attempt to create a unified German Socialist Party under 
Communist leadership; and the propaganda in favour of this uni- 
fication necessarily lapped over into the British zone, and was 
reinforced by taking on the guise of propaganda for German unity 
and the reassertion of German national independence. When, 
very late in the day, under pressure from British Socialist opinion, 
the British authorities in Germany began to give some hesitating 
encouragement to the German Social Democrats, this gesture, 
insteadf of appearing as a spontaneous move to enlist German 
democratic sentiment on the side of German reconstruction, had 
all the look of a defensive manoeuvre against Russian influence, 
and thereby forfeited much of its potential effect;. 

The Weakness of British Policy ^ 

No doubt,'' the British were in a difficulty because much less 
than the Russians or even the Americans had they any clear 
notion ofwharthey were attemjfting to do. They were standing in 
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theory for the principle of uniform treatment of Germany and of 
unified action in all the zone^of occupation. But, powerless to give 
practical effect to this policy, they had no policy on which to fall 
back in handling the sectional problems of the British zone. This, 
however, is an altogether inadequate explanation of the negative 
British attitude. The plain fact is that the British Socialist Goveim- 
ment had made up to the end of 1946 no attempt to rebuild the 
British zone on a foundation of democratic Socialism, whereas the 
Russians were doing their best to impress a Oommunist character 
on the new institutions of their zone, and the Americans to rebuild 
their part of Southern Germany on the foundations of their con- 
ception of capitalist democracy. Yet it was abundantly plain that 
such potentially democratic elements as existed in Germany after 
the Nazi cdllapse were almost pathetically eager to be given a 
lead, and that failure to give a democratic Socialist lead was 
bound to drive men either towards Communism or towards 
reactionary nationalism in default of any other rallying point. 

Unification of British and American Zones 

This was the situation, when near the end of 1946, the British 
and Americans agreed on an economic unification of their several 
zones. To the British, this was a welcome relief, both because it 
carried with it some 2sromise of an improvement of the deplorable 
food situation in the British zone, and because the equal sharing 
of the costs of the two zones promised some reduction in the 
heavy expense in dollars which the British had been meeting in 
respect of the deficit on their zone, which was the costliest to 
maintain. There were fears that unificatibn might mean the im- 
position of American economic policy throughout the combined 
zone, and might stand in the way of the carrying out of the policy, 
more than once announced by the British Government, of 
nationalising the whole of the heavy industries in the British zone 
and vesting them in trustees, to be held on behalf of a future 
democratic German Government. It was, however, announcJbd 
at the end of 1946 that this policy was to be persisted in despite 
the unification, and despite the evident unlikelihood .of the 
Americans following a similar policy in their part of the combined 
zone— -even though they declared their readiness to accept 
nationalisation, provided that it was carried through by demo- 
cratic consent. . . ^ 

The French Zone ■ : 

The French refused to bring their zone into the arrangements 
for unification. This was partly because they were Opposed to the 
recognition of any sort of united»Germany until tJtie question of 
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the Western frontier had been setthid, and partly because a good 
many Frenchmen still hankered after a solution based on the 
separation of Southern Germany from the rest. The French, 
with cliaracteristic ‘frugality,’ managed to run their zone at no 
cost to tliemselves, and therefore stood to lose by unification. 
They were, moi’eover, determined to annex tlie Saar area, or at 
any rate to detach it from Germany _and place it permanently 
under French control; and at the beginning of 194.7 set up 
customs barriers between the Saar and the rest of tlicir own zone 
of occupation. This ‘rest’ consists of one ‘Land,’ or State, the 
Rhenish Palatinate, and of two Provinces — the parts of Wurtem- 
berg and of Baden that arc under French control. As for the Ruhr, 
the French seemed still set on opposing any plan that would 
allow a German industrial revival unless it were to be accom- 
panied by measures which would anuniut to a break-up of 
Germany. French long-run policy, hotvever, remained unpre- 
dictable at the beginning of 1947 because of the sheer instability 
of the French political situation as a whole. 

The Problem of German Unity 

We have seen that the Potsdam Agreements, while they 
excluded for the time being the setting up of any central Govern- 
ment for Germany as a whole, did contemplate the treatment of 
the whole country up to the new eastern frontier as a single 
economic unit and also the establishment of central admini- 
strative departments covering the entire area. Up to the end 
of 1946 neither of these, provisions had been put into effect. The 
French were primarily responsible for vetoing any unification, on 
the. ground that this would prejudice their claims for annexations 
of German territory in the west and for the separation of the Ruhr 
from the rest of Germany; aijd it seems clear that the Russians 
were in no hurry for a unification which, among other things, 
might have inypived large food deliveries from their zone to 
Western and Southern Germany, Nor had much advance been 
made up to the end of 1946 towards the declared Potsdam 
policy 'of building up democratic self-government in the new 
Germany on a local and regional basis in advance of any attempt 
to establish a central German Government. The Americans liad 
gone furthest towards this, by holding, in their zone, elections first 
for the smaller rural and market town a.uthorities, then for the 
councils of the larger towns, and then#.for the three separate 
‘Lands,’ or ^States, into which they had divided their part of 
Southern Germany. The Americans also created at a fairly early 
stage a German Zonal Gouncihto co-ordinate action over their 
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zone as a whole. The three ‘States’ into which the Americans 
have divided their zone are Bav^aria, Greater Hesse, and Wurtem- 
burg-Baden— this last an artificial unity because the southern 
parts of the two old German ‘Lands’ included in it are severed 
from the northern halves and are in the French zone. Each of 
these American-made ‘States’ has now a German-made consti- 
tution of its own. In Bavaria, and in Wurtembiug-Baden, Catholic 
influence is strong, whereas in Greater Hesse the Social Democrats 
are the strongest party; in all three, the Germans have much 
greater actual power than in either the British or the French 
zone. The Ainerican personnel in the zone, civil as well as 
military, has been, greatly reduced — ^largely because the Ameri- 
cans are above most things anxious to get home. 

In the British zone, progress towards self-government, and even 
towards any delegation of real powers to German nationals, was 
immensely slower, and the rate of development was allowed, to 
a quite startling extent, to be determined by the military 
authorities. A nominated Zonal Advisory Council, and also a 
nominated Economic Advisory Board, composed of Germans, 
were set up in March 1946, but were given no powers. Even 
local government elections were not held until the autumn of 
1946, and the division of the zone into ‘Lands’ was not completed 
until nearly the end of that year, after which ‘Land’ Governments 
were to be set up to prepare Constitutions for the separate ‘Lands,’ 
on the analogy of what had been done much sooner in the 
American zone. There emerged from the admistrative reorganisa- 
tion of October, 1946, a division of the British zone into three 
‘Lands’ and two ‘Free Cities’— Hamburg* and Bremen. One of 
the ‘Lands’ — ^North Rhineland and Westphalia — ^liad been so 
formed as to include the whole of the Ruhr industrial area: the 
others were Schleswig-Holstein and Lower Saxony, which in- 
corporated Hanover, Brunswick ancl Oldenburg. This left in the 
zone a few small areas of which the status was still unsettled at the 
beginning of 1947. The local elections of Octoblir 1946 showedT 
Social Democrats and Christian Democrats fairly evenly balanced, 
with the Communists a very long way behind and a large number 
of small parties , also in the field. It had by this time become 
manifest that the Communist bid to win over the main body of 
the workers in Western Germany to the Socialist Unity Party, 
which it had foreed into existence in the Soviet zone, had failed, 
and, that the Social Det^ocrats were more than holding their own, 
despite the charge, often flung at them, of being the ‘stooges’ of 
Great Britain. Meanwhile, the Ruhr coal-mines were taken over 
by the British as trustees for a ^ture German Government in 

753 ■ 

■■ ■ 


f 


December 194.55 and the same jorocess was applied to the stec;) 
industry in August 1 946. Further iifapending measures of socialisa- 
tion were announced in December 1946, when the unification of 
the British and American zones was on the point of coming into 
effectyl^ut no further positive action was taken at the time. 

Elections in Berlin in October 1946) covering the areas occupied 
by all four powers, resulted in a heavy .setback for the Communist- 
sponsored Socialist Unity Party, which polled only about 20 per 
cent, of the votes, as against al.iout 50 per cent, for those Social 
Democrats who had rejected fusion with the Communist Party, 
Even in the Soviet zone of Germany the Socialist Unity Party, 
despite its strong Russian backing, did not poll quite half the 
votes, though it emerged as much the strongest party. In the 
Soviet zone there were no Social Democratic candiclatcs, the 
dissident Social Democrats not being allowed to exist as a party 
after the fusion with the Communists. The Soviet zone consisted 
at the end of 1946 of three autonomous ‘Lands* — Saxony, 
Mecklenburg, and Thuringia — and two Provinces — ^Brandenburg 
and Prussian Saxony. The Communists, of course, were not in a 
position to enforce in the greater part of Berlin, which was 
jointly occupied, the policy of Socialis t Unity which they were in 
a position to force through in the main Soviet zone of occupation. 

One most important effect on the creation of the various 
‘Lands’ in the separate zones of occupation was the dissolution 
of Prussia, the old centre of German militarism and Junlter 
aristocracy. Prussia, by far the largest of the old German ‘Lands,’ 
in effect disappeared, parts of it into the enlarged Poland and 
into the Soviet Uniorf (Northern Ea.st Prussia) and other parts 
into separate ‘Lands’ set up in tlie Russian, British, American and 
French zones. These new administrative areas, if they are to be 
regarded as foreshadowing permanent ‘States’ Of the new 
Germany, will give a much '‘more balanced grouping than was 
possible as long as Prussia remained a unified State within the 
'Sterman Reich." 

The Refugees 

h great complicating factor— to give it no harder name— was 
that of the redistribution of population made necessary by actual 
and expected expulsions and flights of Germans from the annexed 
areas in the east, and also from Gzechqslovakia and Htingary, 
into the narrowed space of the new Germany. The loss of German 
territory in tire east amounted to almost one-fifth of the total area 
of the pre-Nazi Rewh, including about a quarter of the total arable 
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area and between a sixth anc^a seventh of the total population. 

In November, 1945, the Control Council estimated that, in 
addition to those who had already fled from the annexed areas — 
put at roughly 5 millions — provision would have to be made for 
the reception into the new Germany of about 6,500,000 further 
refugees. These were made up of 3,500,000 from Poland, 

2.500.000 from Czechoslovakia, and 500,000 from Hungary. The 
British zone was due to receive, as pai't of this total, 1,500,000 
expelled Germans from Poland; the American zone was to take 

1.750.000 Germans from Czechoslovakia, and the Soviet zone 
was to take from both these countries a total of 2,750,000. The 
problem, owing to the acute food shortage, was peculiarly difficult 
for the authorities in the British zone, who had no means of feed- 
ing with even the barest adequacy the population already there, 
which included numerous displaced persons and refugees in 
addition to the original inhabitants. Something was in fact done 
to slow down the incursion of these further hordes of hungry and 
for the most part destitute persons, especially from Czechoslovakia 
and Hungary; but constant arrivals from Poland presented the 
zonal authorities with terribly difficult pi'oblems, and by the 
end of 1946 it looked as if the final population of the reduced 
new Germany would considerably exceed the total taken as a 
basis for estimating the industrial ec^uipment needed in order to 
enable the German people to live at an “average European 
standard of life,” The trouble was aggravated because in fact no 
redistribution of foodstuffs from the eastern part of Germany was 
accompanying the expulsion of Germans fibrn the annexed areas, 
and almost nothing was being done to make possible the move- 
ment even of non-food goods by way of inter-zonal trade. These 
were the reasons advanced by the Americans when, at the Paris 
Conference of 1946, they announced their intention of suspending 
further reparations deliveries of plant from their zone to the 
Russians, in the hope of forcing an agreement about the unifiE ti * " ' *” • 
treatment of the whole German problem. 

I have purposely set down these facts coldly, without any 
reference to the enormous mass of human suffering that lies 
behind them. Under the most favourable conditions, the forcible 
transfer of populations running into many millions could not take 
place without ny-ich suffering and dislocation. Under the con- 
ditions of acute food shortage and collapse of the German indus- 
trial system which existed in 1946, when the transfers were being 
made, these sufferings were bound to be immensely'^ggravatcd, 
even if there had been no element of hatred and deliberate punish- 
ment to be teclcpned with. That tms element was strbng made the 
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horror of the whole affair very nu|ch greater than it would other- 
wise have been. 

Apart from the«immediate horror of the move, where were these 
refugees to find homes in the shattered areas of Western Germany 
in particular, and how were they to be enabled to support them- 
selves so as not to become an intolerable burden on the existing 
inhabitants, or on the occupying powers? The drastic scaling 
down of German industry meant a narrowing — a very great 
narrowing — of the openings for industrial employment, which was 
also temporarily fm’thcr reduced by dislocation of markets and by 
shortage of necessary materials, I’herc was no fi'cc land which tlie 
new settlers could occupy in a country which was for the most part 
already cultivated with considerable intensity. The new popula- 
tion necessarily constituted Ibr the most part a problem of more 
mouths to be fed rather than a valued addition to the productive 
power of die receiving country. Under tliese circumstances, the 
settlers were bound to be unwelcome to the existing populations 
of the districts to which they were sent, as well as a burden to the 
authorities who had to feed and to provide for them. The full 
ugliness of the Potsdam decisions gradually made itself plain; 
and the German problem, bad at bust, looked woi'se and worse as 
more refugees continued to pour in, and there v'as still no basis of 
agreement among the occupying powers about the future of Ger- 
many as a whole, or about the ‘wliole’ that was to be the new 
Germany — for the fate of the western Ifontier remained a matter 
of unresolved dispute. 

r 

Frontiers and Outputs 

The central problem, as we have seen already, was that of the 
Ruhr, Or rather, there were two intertwined problems—that of 
the future relationship of the Ruhr to the new Germany, and that 
of the amount and type of production that was to be allowed. 

“Obviously, the sensible course would have been to decide first 
what the political fate and the future status of the Ruhr area was 
to be;^^ and then, in the light of this decision, to settle what indus- 
tries it should have and for what markets they should work. 
Unhappily, the problem was tackled the other way round. At 
Potsdam, the British, Americans and Russians, in the absence of 
the French, appear to have assumed that the B-uhr was to form 
part of the new Germany which, it was agreed, should be treated 
as a single economic unit. This, howevCT, was only assumed: it 
was not decided: it could not be decided in the absence of France 
firom the Conference. It was, however, decided, on the basis of 
this unsettled assumption, tef apply to the Ruhr the drastic 
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scaling-down of German industrial capacity; and the subsequent 
discussions, resting on the Potsdam decisions, fixed the future 
steel output of Germany, including the Ruhr, at the extra- 
ordinarily low level that has been mentioned earlier in this 
chapter. This, as we have seen, prejudged the issue of the future 
use of the Ruhr; for the decisions, if they were carried out, meant 
that the area could no longer play any important part as a 
supplier of Europe with capital goods, or even of steel for making 
such goods elsewhere. In effect, it meant that the Ruhr was to 
become mainly a coalfield working for export— -but even this 
it could not be while the workers in it were kept on a starvation 
diet, with neither the physique nor the spirit to do a good day’s 
work. 

The French, however, did not accept the Potsdam decision, 
implied rather than definitely stated, that there were to be no 
important revisions of Germany’s frontiers in the West, and that 
the Ruhr was to remain, both politically and economically, an 
integral part of the new German State. They continued to hanker 
after its detachment from Germany, including political sever- 
ance as well as international control of its economic use. On both 
these points they met with opposition from the three Potsdam 
powers; and in retaliation they vetoed any attempt to set up a 
central German administration to unify the various zones of 
occupation. At a late stage Mr. Bevin, while he continued to 
declare against any political severance of the Ruhr from the rest 
of Germany, stated that he was not hostile to international control 
of its economic life; and M. Gouin, then Sqcialist Prime Minister 
of France, responded with a speech which seemed to oflfer 
prospects of agreement between Great Britain and France on this 
basis. M. Gouin, however, was at once repudiated by a majority 
of his Coalition Cabinet; and it has qf course to be borne in mind 
that Anglo-French agreement would not necessarily command 
cither American or Russian consent. 

The Control of the Ruhr 

Nevertheless, international control of the Ruhr does surely hold 
out much the best prospect of a tolerable settlement of the German 
problem; and there does not seem to be any valid reason why the 
British and the French should not be able to come to an agree- 
ment on a plan Which, without severing the Ruhr irrevocably 
from the German Reic/i, would provide not only for economic con- 
trol under international auspices, but also, temporally, for dis- 
tinct political administration, The Russians and the Americans 
might not, at first sight, like such a scheme; but^ if it proves 
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impossible to reach a generally agreed plan for the future of 
Germany, the responsibility for dAiding what to do in the Ruhr 
must fall mainly on Great Britain as the occupying power— just as 
the main responsibility for deciding what to do in their zones falls 
on the Americans, the French and the Russians. This remains true 
even after the British and American zones have been economically 
unified; for this limited unification has not determined what then- 
future is to be. If the question cannot be settled by .agreement, it 
must nevertheless be settled somehow: it cannot be left hanging 
indefinitely without any decision at all. The British, if they could 
find a basis for agreement with the French, could still in the last 
resort set up an Anglo-French control as a provisional rdginie, in 
the hope and exiaectation that the half-accomplished fact would, 
in the absence of any practicable alternative plan, make it possible 
to widen the basis of this control so as to make it really inter- 
national. 

On this general issue, I make no apology for reprinting here 
what I said in a pamphlet which I published in April, 1946. Some 
phrases in the following extract may ‘date’; but I do not feel that 
I could improve on my statement of the case for an Anglo-French 
policy for the Ruhr area by writing it out afresh. I therefore 
append to this chapter the relevant section from my pamphlet, 1 
The unification of the Bi-itish and American zones has made it 
more essential than it then appeared to do anything that can be 
done to secure American participation in the policy proposed; and 
that in turn makes it more important to secure. Soviet participa- 
tion as well. The I’eadgr, in considering the next few pages, must 
make what allowances he thinks necessary for tliesc factors, which 
have developed since my pamphlet was written. 

^Labour's Foriign Policy. Published by the Miu Stakman mid d/aiion in 
AprU, 194.6. 




Appendix 

The Problem of the Ruhr 

The chance of getting Soviet support, or at least of weakening 
Soviet hostility to the very notion of unity in the West of Europe, 
depends on finding an acceptable solution of the problem of Ger- 
many. Until the collapse of the German Reichi the realistic way of 
thinking about Europe was to regard it as a triiiity—of East, West, 
and Genti’e — with the Soviet Union holding the predominance in 
the Ease, France and Great Britain together in the West (but with 
Great Britain only half in Europe, and with France therefore 
holding the key position), and Germany in the Central Region. 
That way of looking at Europe is now obsolete. There are left, in 
face of the German collapse, only two key Regions — East and 
West— and in the Centre a great void into which Eastern and 
Western . influences are bound to expand. The expansion of the 
East has already occurred in the detachment of large areas from 
Germany and their attachment to Poland and to the Soviet 
Union, as well ’as in the relations that have been established 
between the Soviet Union and the new riiginies in Czechoslovakia 
and Hungary, Bulgaria, Yugoslavia and Roumania. Thi,s leaves 
certain key areas of which the destiny is^still to be decided— 
notably the Ruhr-Rhineland area of Western Germany, and the 
rest of the country, industrially much less important, but 
threatened with intense pressure of population on account of the 
inflow of displaced Germans from other areas and of the restric- 
tions likely to be placed on its economic development. It also 
leaves Greece and Austria, ”* , 

The critical question is that of the treatment of the two areas of 
Germany, liithcrto, British sentiment has on the whole favoured 
the preservation of the unity of Germany, minus the areas already 
alienated to Poland and the Soviet Union, ^ and has recognised 
that the inhabitants of this united Germany must be afforded at 
least the bare mgims of living in a civilised way — ^which means 
allowing them to produce enough industrial exports, over and 
above anytlaing that may be claimed as reparations, to permit 
them to buy raw materials and other necessaries on a'*substan.tial 
scale from abroad. Soviet polic-jr has been harder, and has 
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demanded a drastic scaling down of German industrial capacity 
as the only firm assurance against a revival of the danger from 
German militarism. On the question of German political unity 
the Soviet Union, as far as I know, ha,s taken ho clear stand: its 
policy appears to have been rather that of trying to strengthen 
German Communism in the Russian zone of occupation, without 
committing itself about the political future of Germany as a 
whole, but so as to allow the German Communists to preach their 
Communism as a way to national reunion. French policy has 
hitherto taken a third line, with the demand that tire Rhineland 
be severed from Germany in the West, and that the Ruhr, if not 
severed, be made subject to some sort of special international 
regime which will prevent its resources from being used to bring 
about a formidable revival of German heavy industry and will at 
the same time make some substantial part of these resources avail- 
able for common European use. 

If there is one thing clear, it is that no sort of unity is possible in 
Western Europe except on the basis of an agreed policy about 
Germany. As long as Gi'eat Britain and France differ, or fail 
positively to agree, in their German policy, all talk of West 
European unity in anything that matters is bound to be fruitless. 
Accordingly, if West European unity i.s desirable, the first essential 
task is to reach a common policy for the handling of the German 
problem. What should such a policy aim at, and where is it 
to begin? 


Th Future of the Ruhr 

It must begin with the Ruhr and the Rfiineland; for these arc 
the key areas. First, then, what is to be done about the Ruhr? 
There are several possible answers, i. The Ruhr could be left, 
or made, a desert. Nobody wante quite this; for everybody 
recognises that the Ruhr coal is indispensable to European 
revival and long-run prosperity. 2, The Ruhr could be dcvclopc;d 
for the production of coal and such other raw rnaterials as it 
possesses, but could be denied all manufacturing industries; oi| 
at any rate all which rest on the combined use, of coal and iron.' 
Not hinny are prepared to go to this length; for it is recognised 
timtit wbuld impoverish not only Germairy, but a large part of 
Europe, which could not equip itself to use the crude jn-oducts of 
the Ruhr economically if they had all to be tranfiporicd raw for 
processing elsewhere. g.^The Ruhr could be allowed to develop 
its metallurgical industries as well as its coal, but only^to tbe point 
of producing semi-manufactures for finishing in other countries, 
and not so as to have any finishing industjpies of i^s own in the 


heavy and engineering range. On tliis basis, Germany would 
export steel, but would have to import finished steel goods, includ- 
ing machine tools and manufacturing plant of every kind. This 
policy has more supporters; but there are sharp differences about 
the quantity of steel the Ruhr should be allowed to produce, even 
if it is denuded of finishing industries. I'he Soviet Union has 
pressed for a very severe limitation of raw steel outjiut — so severe 
as to leave no surplus at all available for Imying imports; for oven 
if the steel were all exported for finishing, it would all have to be 
bought back in manufactured form to supply Germany’s internal 
needs, and clearly it could not be so Imught back because there 
would be no means of paying for it. 4. The Ruhr could be allowed, 
or could be allowed to share with the rest of Germany, a finishing 
capacity adequate to meet its restricted internal needs, except 
where particular finishing processes were still forbidden on 
grounds of security; and it could be allowed in addition a quota of 
semi-manufactured and fully manufactured metal products for 
export, in order to be able to meet some of Germany’s import 
requirements from this source. Here again quantities arc obviously 
important; and this policy too may mean very different things 
according to the alternative ways of filling in thcj figures, 

The Ruhr Induslries cannot be Permanently Destroyed 
If we ask ourselves which of these policies is best, it is surely 
clear that no answer is possible unless certain other questions have 
been answered first. There must be a policy for the future of Ger- 
many before there catj be any satisfactory way of dealing with its 
immediate problems. Now, until only a'littk: while ago, most 
people who counted themselves in Great Britain as standing on 
the progrcs.sive side took it as almost axiomatic that after the fall 
of Nazism there would sonj,ehow emerge a united democratic 
Germany which would in due course join the family of European 
jjsitions and wuuld find its place in, or in intimate conneGtion 
with. Western Europe. There were no doubt dark suggestions that 
failure to recognise and provide for such a Germany mi|jht pro- 
voke a Communist Revolution and throw the Germans into the 
sphere of influence of the Soviet Union. But the idea behind tlic 
attitude of most ‘progressives* was that lliis ought to lie stopped by 
giving the fi,ille.st po,ssible aid to a revival of German democracy 
-on West European lines, on a basis of German democratic unity. 
This policy has now become clearly umvalisable in any complete 
sense, witli^ the severance of large areas in the East from the 
German Reich, At least, it has become unrcalisable without 
another war;, for it is no less pertain that Poland and the Soviet 
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Union will not give back the areas they have annexed and are 
now busy colonising than then: a democratic Germany shorn of 
these areas and given no altmiative means of self-e-icpression mould, be 
likely to make their recovery one of its main national objectives. 

Is a United Germany Possible? 

If this interpretation is right;, it follows that the accomplished 
fact in the east has turned the policy of re-creating a united demo- 
cratic Germany into something very different from what its 
advocates intended it. to be. It was meant to create conditions 
under which German'^ould become a contented member of the 
European family, conscious of having been generously treated, 
and having no national grievances crying for redress. But as 
matters stand now, any attempt to reunite the rest of Germany 
under Western auspices would not only look like, but would 
actually be, in effect, a raising-up of a powerful new force 
antagonistic to Poland and the Soviet Union, and therewith of a 
potential threat of war. The Soviet Union and the Poles would 
certainly understand it in that sense, and would altogether refuse 
to hand over their zone of occupation in Germany west of the new 
. frontier to any German State reconstituted on these lines. 

In these circumstances, can it be right to work for German 
unity, up to the new frontier in the East~at any rate in the near 
future? I say no — not gladly, or without having hesitated long 
before coming to a conclusion, but quite positively and with a firm 
conviction of talking sense. I believe that, in the existing circum- 
stances, the French are right in wishing in some way to detach the 
Rhineland and the Ruhr from complete unification with Central 
Germany, and to handle the immediate problem of these key 
areas as a distinct issue. 

Economic and Security Issues in the Ruhr 

The immediate question is primarily economic-x-iti the sense tfe 
which economics and military security are closely intertwined. 
The reason why so many people wish to destroy most of the pro- 
ductive capacity of the Ruhr and Rhineland indnstries is the fear 
that, whatever safeguards may be imposed in order to prevent 
these industries from sei’ving as a basis for Germair rearmament, 
there can in tlic nature of things be no assurance that these safe- 
guards will hold |ood for more than a limited period. The Ver- 
sailles Treaty, it is said,*was of no effect ha preventing German 
rearmament after the Germans had got a^ Government deter- 
mined to defy its provisions. May not the' same diing happen 
again, if a united Germany, up to the neW frontiers .wi the East, is 


allowed to choose its own Government, and finds the intact 
economic power of the Ruhr and the Rhineland once more at its 
command? r 

So stated, the danger appears evidently real; for there can be no 
assurance that a Gei'many endowed with democratic forms of 
government will in fact observe either their lettisr or their spirit, or 
will not fall back into the mood of ^lggrcssion — especially if the 
settlement in the East has left the seeds for a propaganda of 
revenge and recovery. Yet the way of meeting the danger that 
involves the desti-uction of the most productive region of all con- 
tinental Europe is surely not to be taken unl(iss it is clear that there 
is no alternative that will give equal, or greater, security. Remem- 
ber, even the radical de.struction of the industries of the Ruhr and 
Rhineland cannot prevent these areas from continuing ^to be 
places where, on economic grounds, great concentrations of indus- 
trial production ought to be. They grew as economic centres 
because they were well fitted to be economic centres: their pro- 
duction can be wiped out, but not the potentiality of its restora- 
tion if the restraints upon its redevelopment should be in future 
relaxed or removed. It is impossible to visualise a self-governing 
Germany of the future, when the will of the United Nations to 
occupy the country has disappeared, not setting about tlie re- 
establishment of these great industrial centres—- not necessarily for 
rearmament (that would all depend), but in any case for the 
improvement of German standiirds of life. 

» 

The Ruhr Problem. Involves the German Problem as a Whole 

The destruction of the Ruhr and Rhineland industries cannot, 
in the nature of things, be maintained as a permanent policy; for it 
is in the long run inconsistcitt with self-government, which must 
be restored sooner or later, even if it is refused for the time. But, on 
•tfte other liand, it would be altogether too datigerous to hand 
these great centres of heavy industry, and therefore of potential 
reanpament, back without any restriction on their use to a re- 
united Western and Central Germany which would be bound to 
cherish ambitions of recovering the lost provinces of the German 
Reich, if not of more than that, should it see a chance of success in 
enforcing their return. This is the dilemma; ^and, after much 
thought, 1 can see but one way out of it— -which is, |hat the Ruhr 
and perhaps the Rhineland also shaft become, 'in economic 
respects at 'least, internationalised areas under the control of an 
international authority specifically directed to develop their 
resources for'' the common benefit of the European peoples. 
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Is Partition Wrong? 

But this, it will be objected, involves a further partition of 
Germany, beyond the severance of German-inljabited territories 
that has already occurred in the East. It involves flouting the prin- 
ciple of national self-determination and unity, and subjecting an 
undeniably German area, inhabited by many millions of Ger- 
mans, to alien control, It is easy to make a case against the policy 
on these lines; but l am not convinced by it. If, by following the 
principle of national unity and self-determination to its limit— -as 
far as it can be so followed in face of the accomplished facts in the 
East— we shall, in fact, be laying ourselves open within a few years 
to a repetition of what happened after Versailles, can it possibly 
be right to act in such a way? The plain truth is that, even after 
the German losses of men and territory, there are still too many 
Germans and foundations for too strong a revival of German mili- 
tary power for it to be safe to re-create a fully self-governing 
Germany, including the Ruhr and Rhineland, under a single, 
sovereign German Government— that is, unless we can honestly 
feel that the world has advanced far enough in the arts of inter- 
national friendship and co-operation to rule out the very possi- 
bility of another war. 

I do not like saying these things; they hurt me. But they must 
be said if British policy at the present juncture of world affairs is 
to follow a sensible course. It will be no kindness to the German 
people if, taking our stand on the principle of national unity, wc 
go on to argue that German unity can be made tolerably safe for 
the rest of Europe only on condition that Germany is kept per- 
manently poor, and denied the opportunity of using the; great 
talents of the German people either for their own beneiit or for the 
world’s. A permanently pastoralised, artificially impoverished 
Geimany is not consistent with real German self-government, and 
is consistent with German unity only on the assumption that it is 
to be the unity of lasting enslavement. n 

The Case for Temporary Partition ’ 

however, we cannot tolerate German unity except combined 
with slavery (which our power and will to enforce for long are 
very doubtful), is not some sort of partition, at least for the time 
being, infinitely pfteferable,_from the standpoint of the Germans as 
well as from bur own? I* involves, no doubt, the persistence in 
Germany of outraged national feelings; but will such^feelings be 
stronger or worse than the feelings likely to be aroused by the 
attempt to impose economic slavery on a united country? I 
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think not; and they will be at any i-atc far less dangerous, if 
•we can succeed, in the Ruhr and* in the Rhineland, in creating 
conditions whicl\ will help to make such feelings less bitter, 
and to provide .an alternative focus for popular loyalty and 
co-operation. 

This is, indeed, the crux of the wliolc prol)lein. If wc inter- 
nationalise the Ruhr and the Rhincdand and set their inhabitants 
to work full steam ahead for the benefit of Europe as a whole — of 
course, including all Germany— can we create among the people 
in these areas a feeling, not of being exploited and enslaved by 
alien powers, but of being given a chance ol‘ participation in a 
common enterprise in which they, as Germans, can co-operate 
without losing their self-respect? 

This is what I believe we must attempt to do. But I am con- 
vinced that it can be done only on a broadly Socialist basis, I do 
not want, in any formal or constitntion<'il way, to declare the Ruhr 
and the Rhineland severed from the rest of Germany per- 
manently, or alienated, even temporarily, from being parts of 
Germany, I want their citizens to be able to continue to thinlc of 
themselves as Germans, without having to think of themselves as 
rebels as well,- and I want them to be governed, in their internal 
affairs, by German citizens of their choosing, subject only to the 
overriding control of an International Commission over the use 
of their key economic resources. Indeed, I want them to think of 
themselves not merely as Gormans, but as constituting the real 
nucleus of the Germany of tlie future, which will some day 
become politically iminited in a full sense with the central 
German lands — but to thiiik of themstdves in this way, not apart 
from the other peoples of Western Europe, but us the partners of 
these peoples in building up a closely co-operating group of 
countries on the foundations»of liberal Socialism. 

Can I hope to make my meaning plain? It is wrong to think of 
J»saking awa^fc the Ruhr and the Rhineland from Germany, 
because they are part of 'Germany, and nothing can alter' that 
final fact. But it may be right to treat the Rhineland and the Ruhr 
as the' epential nucleus of the new liberalised Germany, and not 
to condemn these areas to economic devastation on the ground 
that we cannot take the risks of allowing them to develop their 
resources as part of the resources of a united Germany that might 
easily cherish hopes of a war of revenge and, if it were in such a 
mood, could by no means be built inte the structtire of a free 
European federation of the West, founded on the principles of 
Socialist construction. • 
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The Case Restated 

I What I am arguing is this. ( 17 Nobody dares face for tlm present 
1 the danger of a reunited Germany set free from pcoiromic restric- 

tions and from armed control by the United Nations. (2) There- 
j fore, for the present, plans for a united Germany are also 
^ necessarily plans for a Germany kept artificially weak, im- 
poverished, and enslaved. (3) The enforcement of a settlement of 
j this sort would impoverish not only Germany but all Europe; for 
it is impossible to destroy Europe’s greatest centre of industrial 
production without this result. (4) The Russians will certainly not 
co-operate in allowing German unity on any basis that does not 
] involve impoverishment: nor will they evacuate the areas they 

j now occupy on terms that will leave Germany united unless they 

I leave it devastated as well. (5) If the control of the Ruhr and the 

j Rhineland were treated as a distinct prol^lem, and these areas 

i were brought under an economic control which would be 

f instructed to use their resources for the common benefit of 

I Europe — ^including the Soviet Union and its associates in the 

1 East — it might be possible, to secure agreement on a policy which 

I would allow the productive resources of Western Germany to be 

if conserved and restored, instead of being destroyed on grounds of 

European security. (6) This would involve leaving Central Ger- 
many for the time being something of a political vacuum, and 
leaving its citizens to mEike the best of what they would feel to be 
a bad job — for they could not be expected to like a solution which 
1 would involve an economic frontier between Central and Western 

I Germany. On the other hand, it would remove the difficulty of 

j allowing' Central Germany to develop its own self-government 

almost without restrictions, because, holding effective power 
neither in the East nor in the West and compelled to fiice urgoirt 
problems of sheer subsistence for tlic inhabitants, any Govern- 
ment established in it could not be daxrgerous, either to the Soviet 
Union or to the West, or provide a point of focus’for intrigue*-'-—* 
that would threaten another war. 

I It may be argued that the policy here proposed would be hard 
I on Central Germany. But I do not thinlc it need be any part of our 

I policy to be soft, beyond assuring to the Gei’man peoples the 
means of living, at a tolerable standard, as well as the hope of 
living better in the future and of becoming in due time full 
members of the family of self-governing nations. I maintain, morc- 
, ^ over, that it ishauch less ItSird to condemxr a section of the German 
i people to a temporary limbo than to condemn them all, and 

; further that the treatment meted out to a Central Germany of f 

; wlxich the rest of Etxrope has no cSLuse to feel afraid is likely in i 

\ ... i, 
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practice to be a good deal less hard, than what will be meted out to 
a Germany which its neighbours ’m East and West alike will feel 
under a necessity, of keeping artificially weakentti to the utmost 
because it is still potentially so formidable in a military sense. Nor 
ivS there any reason why, under the plan here suggested, the people 
of Central Germany should fare any worse than the people of 
Bavaria, or of the other ‘States’ into which the American ?;oite has 
been broken up. 

A Plan for Western Germany 

I shall not have made my meaning' clear until I have explained 
more positively what I do want to see done in the Rhineland and 
the Ruhr — or, let us say, first of all, in the Ruhr, because that is 
economically the key region. Very well, then, I want, for the 
Ruhr, an internationally appointed Commission of Development 
and Control, specifically instructed to develop the production of 
the region to the fullest extent that can be made consistent with 
the absolute prohibition of armament manufacture or of the crea- 
tion of the complex of finishing industries that would render its 
resources readily convertible to warlike purposes. I want the Com- 
mission to be instructed to develop the Ruhr’s rcsoiu’ccs as an 
international asset, and under the collective ownership of the 
Commission itself, as trustee for the participating countries, of 
which Germany as a whole should from the outset be one. I want 
the Commission to plan the output of the Ruhr from this stand- 
point, and to have exclusive control of all the key industries in it — 
and of course therewith exclusive control over all imports of raw 
and semi-finished materials into tlic. area. I want the. Commission, 
just as far as may be necessary for these purposes and no farther, 
to exercise political as well as economic control, with a German 
Regional Government responsible for regional Icgrilation and 
administration in all other fields and for the supervision of demo- 
j,’j?atically chosen local governments. I want the Ruhr, while this 
regime lasts, to have no common political mstitutions with the rest 
of Germany, 1- but to have the fullest freedom of cultural associa- 
tion fmd personal movement for German citizens across the inter- 
national frontiers. I want the Ruhr workers to be free to belong 
to the same Trade Unions and other democratic associations as 
other Germans, and, if they will, to the same political parties. 

Soviet Participation in the Control of Western Germany 

The objective underlying this policy is, of course, that of draw- 
ing Wester?i Germany into close economic partnership with the 

1 Ebteept that the Governments ofother parts of Germany, as well as that of 
Western GcrmCny, should be given seats on the comrolling Gomniission. 


rest of Western Europe, to which it is closely linked by its past, and 
of doing this on terms which 'fti'ill give the Soviet Union and its 
neighbours in Eastern Europe a share in the control of the Ruhr 
through the Inteimational Commission and in the fruits of the re- 
development of the Ruhr industries under the proposed inter- 
national control. I am not proposing that the Commission for the 
Ruhr should be controlled by the countries of Western Europe 
alone, because any such plan would necessarily arouse the most 
violent opposition on the part of the Soviet Union. Economically, 
the development of the Ruhr and its industries must be made a 
matter in which all Europe has a recognised interest; but cul- 
turally the tendency of the plan here put forward would be to 
bring the Ruhr Germans into practical co-operation with the 
countries of the West, and to make possible the evolution in 
Western Germany of a new liberal Socialist order that would 
prepare the way for closer relations in the future. ' 

Tlie Future of Western Germany — A Summary 
So far I have been repeating, with only a few very small verbal 
changes, what I wrote early in 1946. Naturally, the situation 
looks a little different now — especially since the agreement for 
the unification of the British and American zones, and also in 
view of Russian statements suggesting a readine.ss to modify the 
Potsdam decisions, and of a modification of the French attitude 
in face of the evident intention of the other occupying countries 
to insist on some sort of German unification as a final objectives. 
Qne efiect of these developments has b( 4 en to make it moi'C 
probable tliat, for some time to come, German unity will be 
allowed only in the form of a loose federation, under supreme 
Allied control, of a number of separate ‘Lands* into which the 
zones of occupation have been divided. Under this system each 
‘Land’ is being equipped with its own Constitution, in which a 
reservation is made, in somewhat vague terms, ’in respect 43I. 
powers to be exercised at .some time in the future by a central 
German State, Obviously, the plan which I have suggested for 
the Ruhr could be fitted in fairly easily to this transitional 
structure. The Ruhr, organised as a ‘Land,’ would have for the 
time being a Constitution that would Msign large economic 
authority to the proposed International Commission, but would 
be able, subject to these reservations, to play its part in the 
development of the central, federal institutions of the new 
Germany. Something of this sort has perhaps been injVTr. Bevin’s 
mind in the hints that he has thrown out from time to time about 
an international control of the Ruhr industrial area., 
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In the light of these later developments I now proceed to 
summarise the proposals which are made in this chapter, as far as 
they deal with the economic future of Western Germany, What I 
have suggested is broadly as follows: 

(а) that the Saar should be definitely detached from Germany 
and attached to France, perhaps in the same sort of relationslup 
as exists between Belgium and Luxemburg; 

(б) that the Rhineland should be permanently de-militarised, 
and should remain under military occupation for a period of 
years, even if the rest of Gei'inany ceases to be occupied; 

(c) that the Ruhr industrial area, while remaining politically 
a part of Germany, should be made subject, in economic 
matters, to an International Gonti'ol Commission, on which 
Great Britain, France, the Soviet Union, the United States, 
Belgium and tlolland, and also Gemanj itself, should be re- 
presented; 

. (d) that the Commission should be instructed to develop the 
industrial resources of the Ruhr in the common interests of the 
European peoples, and, while taking eficctivc steps to prevent 
any use of these resources that might serve as a basis for re- 
armament, should be free to make full use of them for supplying 
the needs of European markets as well as of the German people; 

(e) that the French should be guaranteed a generous share 
in the coal produced in the Ruhr, as soon as output rises above 
an agreed minimum level required to stimulate German 
economic recovery;'' 

(/) that the basis for the International Commission’s work 
should be that the coal-mines and the other basic industries of 
the Ruhr should be owned^by the Commission itself) as trustee 
in the first instance for the controlling States and ultimately for 
German„peopIe, and should be worked either directly by 
the Commission or by Boards appointed by it, and not for 
private profit; 

(^) that the net proceeds of the Ruhr’s industrial exports 
should be applied in agreed proportions to meeting the cost of 
imports into Germany and to paying for a limited period 
reparations in lieu of any further removal of plant (^except war 
plant) from Western Germany as reparation's; and finally, 

(k) tliat there should be a completc^economic unifleatioh of 
all four aones of Gcirnaiiy, on the lines of the unification 
achieved at the end of 1946 between the British and American 
zones, subject only to the separate control to be exercised by 


the International Commission in the Ruhr, and to the severance 
from Germany of the Saar in»the West, and of the areas occupied 
by Poland and the Soviet Union in the East, and to any frontier 
rectifications agreed upon to meet the clainls of Holland and 
Belgium. 


EASTERN AND CENTRAL EUROPE 

The entire situation in Eastern Europe remains so 
difficult to interpret politically that I propose to say but little 
about it in this book. Economically, the needs of the whole I’egion 
are plain; and I have done what I can to put them clearly before 
the reader. The counteies of Eastern Europe stand in need of a 
vast investment of capital for the improvement of their agi’i- 
cultural methods, for the development of roads and transport 
services, and for industrialisation, especially with a view to 
supplying more of their own needs for the simpler kinds of con- 
suineis’ goods. A considerable part of the capital required for 
these purposes, as well as for the improvement of health and 
educational services, they will have in any case to provide out of 
their own resources. But, if their development is to be at all rapid, 
they must receive substantial help from abroad, in the form_ of 
gifts, loans or investments from the more advanced countries. 
To attempt rapid development in the alisence of such help 
would be very much harder for these countries of Eastern Europe 
than it was for the Soviet Union, because they are densely popu- 
lated and have no free, lands which they can open up and much 
less diversified natural resources available for exploitation, 

So far the position is clear. But it gives rise at once to a seriou.s 
difficulty. The mobilisation of home resources that is a necessary 
condition of successful planning can be accomplished, or even 
attempted, only by a really strong Government, prepared to incur 
a farge amouf4 of unpopularity not only willi the old ruling 
classes of the countries concerned, but also with most of the 
better-off peasants and with a large section of the urban middle 
class. The indispensable condition of planning for economic 
develoiiment in these backward countries is that there shall be no 
waste; for there is so little real surplus that can be spared for 
investment from current consumption that every ounce of it must 
be put to good use. The better-off peasants, however, will resent 
any policy that is based on abstracting their surplus for meeting 
the needs of the landless or the costa of government works of 
development; and their discontent will be exploited by every 
group belonging to the old rulteg or well-to-do classes. In these 


countries, exploitation of the poor by the rich has existed hitherto 
naked and unashamed. The ruling classes, or most of them, have 
simply not regarded the main body of the people as men and 
women possessed of fundamental human rights: and they have 
taken as a law of God and nature their own right to live sump- 
tuously on the incomes which they have exacted from their 
tenants and dependants. The urban middle class, small in 
numbers, has also been accustomed to standards of living not 
merely much higher than that of the mass of the people, but based 
on a quite different order of life; and this class too has hardly 
questioned its own right to live at Western standards amid a 
depressed population which it has not regarded as sharing a 
common civilisation with itself. 

In these circumstances, large sections of the ruling and middle 
classes will be ready to resort to any expedient that offers a hope 
of preserving or of restoring their position of privilege. Having no 
tradition behind them at all analogous to that of Western parlia- 
mentarism, they will see nothing wrong in any form of Fascism 
or dictatorship that can be used to uphold their position; and they 
will defend their action by saying, and will largely believe, that 
they are standing for the cause of civilisation against barbarism, 
and will claim the support of the Western countries on the ground 
that they are the representatives of Western civilisation and 
‘democracy’ against the ‘dictatorship’ of the Communist-inspired 
lower class. If the more oioenly Fascist and reactionary parties 
among them are proscribed on account of their collaboration 
with the Nazis during the war, the supporters of these proscribed 
parties will flock into whatever parties tlrat are still permitted to 
stand most in opposition to the forces of Socialism and Com- 
munism. In most cases the parties mo,st likely to be thus honoured 
with an influx of reactionary recruits are the Peasant Parties 
dominated by the bettcr-off peasants and led largely by lawyers 
from the towns. The effect is that these Peasant PjR’ties, whatqjfer 
their previous condition and policy, become reactionary, ex- 
ploiting the discontents of the wealthier peasants in the interests 
of the upper and middle class groups hostile to fundamental 
social and econonoic change. 

On the other aide, this alignment of the reactionary forces is 
fcoimd to drive Social Democrats and Communists into closer 
working alliance* either to defend a social revolution which has 
already occurred, as in Pdlapd and in the Balkan countries, or to 
prevent the return of a sheerly i-eactionary regime, fs in Austria 
and, to a certain extent, Hungary. With the Gqmmxmists and 
Socialists are allied, in such cases^* parties or groups^ based mainly 
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on the poorer peasants who stand to benefit by fundamental land 
reform. Where, however, the possfoilities of land reform that will 
give land to a lar^e proportion of the landless do not exist, because 
re-distribution had already in the main taken place after the 
first World War, the basis of support for left-wing Peasant Parties 
is apt to be narrow, and the right-wing Peasant Parties are able 
to muster a big following, even when they have become in reality 
disguised instruments of the old ruling classes. 

The plain fact is that the necessary conditions of carrying 
through the social revolution which is in these countries tlie in- 
dispensable foundation for economic development are so un- 
pleasant in their immediate incidence on large sections of the 
peasant population that any Government which attempts such 
a policy is bound to incur a great deal of unpopularity. The 
policy means taking away from the better-off peasants many 
things they would like to consume, and not offering them much 
in immediate return; for it is of the very nature of any policy of 
high investment designed to increase production in the future 
that it should limit the immediate supplies of consumable goods. 
Probably if in the early stages of Soviet planning there had been 
a free vote of the Soviet peoples, preceded by free propaganda 
conducted by rival parties, there would have been a majority 
against the Communists and against the whole idea of the Five 
Year Plans. Some people will argue that, on grounds of 'demo- 
cracy,’ this admission sufFices to show that the Communists were 
wrong, and had no right to go on with their planning against the 
will of the majority. The Communist answer, with which I agree, 
is that the persons who would have formed this majority would 
have been quite incapable of endowing Russia with a democratic 
Government, and that their electoral victory would have resulted 
in a chaos which could havc^ended only cither in the establish- 
ment of a reactionary dictatorship or in civil war. 

Communism and 'Socialism in Eastern Europe 

The contention of the Communist and Socialist Parties which 
are ndw acting together in the countries of Eastern Europe, on 
the basis of various sorts of 'Fatherland Front’ or 'United Front’ 
of left-wing parties, is that the present situation in their countries 
is analogous to that which existed in the Soviet Union after the 
Russian Revolution, and calls for similar, though' not for precisely 
the same, methods. The assertion of th® British Foreign Office 
and of the American State Department that the elections held 
in these countries have not been ‘free,’ in the sense in whdeh 
elections in Ctreat Britain and «the United States are ‘free,’ is of 
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course perfectly true. Elections in Eastern Europe never have 
been ‘free’ in that sense; and t^e elections held since the war have 
not been ‘free.’ They have been, wherever possible, managed by 
the 23arties in jDower, so as to yield majorities fos the lists of candi- 
dates put forward by the Government bloc. The propaganda of 
rival parties has been hampered and restidcted: there has been 
intimidation in many cases, and in some probably actual falsifica- 
tion of the votes. When, however, allowance has been made for 
past electoral habits and for the undoubted presence in the 
parties of the Right of considerable Fascist and counter-revo- 
lutionary elements, it is not easy to see what else could have been 
expected, if elections were to be held at all under tlie disturbed 
conditions existing at the time. I am not saying that I like faked 
elections, or even elections in which the scales are heavily weighted 
on one side. But I am saying that the idea of settling a country’s 
fate by a general election held in the middle of a social revolution 
is fantastically absurd. 

It is of course possible to say in answer to this that social 
revolutions ought not to be allowed to occur, and that it is better 
to settle matters in an orderly fashion by open debate and count- 
ing of heads. This is what a great many people in Western 
countries do say; and the Americans in loarticular have kept on 
saying it in relation to the peoples of Eastern Europe. But it is not 
a self-evident truth that counting of heads is under all circum- 
stances the best way of proceeding. The very people who press 
‘free elections’ on the East European countries would in many 
cases be vehement in denouncing their imiofacticability in, say, 
the African colonial territories of the Great Powers; and the 
consequences of an attempt to apply this method in Greece have 
not turned out any too well. When and where what one may call 
a ‘revolutionary situation’ exists, the conditions may be such that 
a ‘free election,’ conducted in accordance with the approved 
Western rules, so far from settling anything, may raddle a Country 
with a Government that cannot govern and thi« is impotenT to 
solve any of the problems out of which the ‘I'evolutionary situa- 
tion’ has arisen, « 

A Choice between Rival Social System 

The countries of Eastern Europe, or at all events a number of 
them, have been, since the collapse of the Nazis in a state in which 
the choice has to be made, not merely between rivaT Govern- 
ments or policies, but between irreconcilable social systems. 
Neither in Poland nor in Yugoslavia nor in Birigaria nor in 
Roumania~nor, for that matter,^in Greece— is there the smallest 
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possibility of a parliamentai-y rt%imc based on an underlying 
unity between the contending parties. Yet without this underlying 
unity the parliamentary system, as we uirderstand it, cannot 
possibly work; artd without this unity ‘free elections,’ as they are 
understood in Western countries, cannot in practice be held. 
Where the choice has to be made between rival .social systems, and 
each side is prepared, if necessary, to fight for the system it 
favours rather than accept the alternative, the question cannot 
be settled by counting heads in an election in which each side 
allows the other full freedom of propaganda. For to attempt to 
settle it in this way means leaving it to Ik: decided by the least 
politically-minded and least instructed voters, not on the merits 
of the case, but in accordance with their reactions to the ellbrts of 
the rival propagandists and to a large extent in accordance with 
their fears. It may be said that, except for the fcai’s, thi.s is what 
occurs in any ‘free, democratic’ election; and the assertion is not 
without substance. But it does not affect my jooint. In most 
elections, neither, party is prepared to resort to civil war rather 
than let its rival wiii;. for in most elections the entire basis of the 
social system is not at stake. When it is at stake, the issue is bound 
to be decided not by counting heads, but by the balance of real 
power and will-to»prevail between the contestant groups — in- 
cluding, of course, such power as they are able to borrow from 
their friends. 

The Social Revolution in Eastern Europe 
Over Eastern Europe to-day there is proceeding a social 
revolution which the Soviet Union cannot afford to see fail. This 
social revolution does not extend to the institution in the countries 
concerned of a system of Commnnisra based on the Russian 
example. It cannot do so, if gnly because the Communists in the 
countries affected are not strong enough to be able to govern on 
this basis evei^with such help as the Soviet Union could afford to 
give them. But the revolution does and must extend to a thorough 
and final liquidation of the power, economic as well as political, 
of the'-old aristocratic governing classes; for as long as this power 
remains unbroken beneath the surface the threat of counter- 
revolution to re-establish the supi’cmacy of these classes will 
always remain. These classes will never accept the hew Social 
order as long as they retain any power to workmgainst it, in the 
open or underground; and, as tire growing pains of the new order 
are certain tp be severe, they will certainly find means, as long as 
the power is left them, of stirring up discontent against it. In all 
probability, their wrecking tacl^cs will make it impossible for the 
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new order to succeed in its constructive measures. Accordingly, 
those who stand for the new s(?cial system against the old have no 
alternative. They must root out the power of ^he old privileged 
classes so thoroughly as to render their counter-revolutionary 
hopes impotent. 

It is extraordinarily hard for the articulate leaders of opinion 
in the Western countries to accept, or to recogni,se, this necessity. 
To professional diplomats, to Civil Servants, and to politicians, 
as well as to business men, the old I'uling classes of these backward 
counti’ies appear to stand for such civilisation as they posses.s. 
These countries have no internadonally known leaders belonging 
to their lower classes, nor have the national leaders of the real left 
ever been allowed under the old aristocratic or military dictator- 
ships to achieve any public recognition, such as belongs to the 
leaders of the working-class movement of the West. Consequently, 
all the Western Embassies and Foreign Offices are distorting 
mirrors, in which the situation in Eastern Europe is presentecl 
awry. The entire situation is seen through the medium of social 
intercourse with men and women who belong to the old order, 
and hate the new. And it is easy for ambassadors and such like, 
by passing on to their own countries the view that the left are 
brigands and barbarians, at the same time to convey the impression 
that their counter-revolutionary friends are the true representa- 
tives of democracy. 

Poland 

Of course, the situation varies considerably from country to 
country. In Poland, the Peasant Party headed by Mr, Miko- 
lajczyk has become the main focus of open opposition to the 
Socialist-Communist Government which was installed in power 
with Russian hcipj and this Petusant Party, as the tolerated 
opposition in the election of January 1947, receiyed the main 
support of the right-wing groups hostile to the nt^ regime. Mr, 
Mikolajezyk himself is not a 'right winger.’ Pie broke away from 
the extreme anti-Russian attitude of his colleagues in the w|irtime 
London Polish Government, and returned to Poland to reorganise 
his party there on a programme of good rclation.s with the Soviet 
Umon. But, unfortunately for him, he was put in the position of 
appearing to be ^hrust upon the new Polish Government as Vice- 
Premier by the insistence of the United States and Great Britain, 
and his party became centre of all manner of intrigues against 
the Government of which he was nominally a menibt;r, and' even 
got badly mixed up witli the underground conspiratorial forces 
which are contimuuly at work in Poland, and Imva undoubtedly 
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counter-revolutionary aims. The extremely foolish handling by 
the British Government of the problem of winding up the re- 
actionary Polish (government in London and of disbanding the 
Polish Army in Italy, which under General Anders was definitely 
a counter-revolutionary force, made the Polish authorities in 
Warsaw more than ever incliired to regard Mr. Mikolajezyk as an 
instrument to be used for their overthrow by the reactionary 
forces in London axrd Washington. Undoubtedly, there was 
intimidation in the elections of January 1947, and the representa- 
tion accorded to Mr. Mikolajezyk’s Peasant Party was grossly 
below its real following; but no less certainly a substantial pro- 
portion of its supporters were set on dcstrcxyiiig the new social 
system in Poland, and on putting the old reactionary classes back 
in power. 

fugoslaoia 

In Yugoslavia, the National Front headed by Marsha.l Tito was 
a good deal more successful in consolidating its position and in 
reducing the old ruling classes to impotence. This was largely 
because the forces opposed to the new order had effectively dis- 
credited themselves while the war was still in progress, and 
because the Tito partisans had shown their quality in resistance 
during the German occupation so successfully as to induce the 
British and other Allied Governments to support them for sound 
military reasons. This did not happen at once.; Init the association 
of the Yugo.slav Government in exile with General Mikhailovkch, 
and that General’s fidlurc to resist the. Germans and proved 
collaboration with them against Tito’s partisans in the end 
convinced even Mr. Churchill. I’hc consequence was that, when 
Yugoslavia was freed of the Gcnuan.s, the Tito National .Front 
was able to take over the Government with the recognition of the 
Western Powers; and, even though Tito’s ‘dictatorship’ was 
subsequently much criticised in the West, it was realised that 
nothing could be done to upset it, and no effective support was 
given to its opponents. The National .Front was thus able to set 
about the reorganisation of Yugoslavia as a federal State based 
on large autonomous powers for its constituent national groups 
with comparatively little interference from outside, even mough 
its methods were no more coirsistent with Westeim pm'liamcntary 

notions than tliose of the Polish Government at Warsaw. 



Roumania andt Hungary 

Poland and Yugoslavia ranked as Allied countries, Roumania 
and Hungary; on the other hjfhd, were enemies, and played a 
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direct part with the Nazis in the war against the Soviet Union. 
Accordingly, when the Nazisshad to withdraw, Soviet armies of 
occupation canae in to take theii’ place; and the reconstitution of 
their Governments was done under Soviet "auspices. In both 
countries, but especially in Roumania, it was not easy for the 
Soviet Union to find the materials for Govcniments which could 
be relied on to carry through the social revolution which they 
desired, and efiectively to liquidate the forces of reaction. In 
Roumania both Communism and Socialism were, relatively weak, 
and had suffered from severe repression; and the main Peasant 
Party, that of the veteran, Dr. Maniu, was strongly anti-Russian 
in sentiment, as well as auti-Socialist. As Roumania is not a Slav 
country, there was no sentiment of Slav solidarity on which the 
Russians could build, as they could in Yugoslavia and in Bul- 
garia; and the National Democratic Front which they succeeded 
in building up out of a coalition of left-wing parties had never a 
really strong foundation of popular support. The Soviet occupa- 
tion was unpopular, and the economic condition of the country, 
aggravated by harvest failures, exceedingly bad. The Prime 
Minister, Dr. Groza, was not a Communist, but the leader of a 
small Radical Peasant party — ^the Ploughmen’s Front — which 
had broken away from Dr. Maniu’s leadership; but tlie key posi- 
tions were held by Communists, and the Government was kept 
in power by the occupying forces of the Soviet Union. In Decem- 
ber 1945, at the Moscow Conference, the Western Powers insisted 
on a broadening of the Roumanian Government by the inclusion 
of representatives of the main opposition parties — Dr. Maniu’s 
National Peasants and the Liberals — but these repre3entativc.s, like 
Mr. Mikolajezyk in Poland, have had no real share in the shaping 
of Government Policy. Underground, Fascism still remains a 
powerful force; and a large part o^the peasant population would 
probably either remain apathetic in face of an attempted re- 
actionary coup, or even side with it against J^e ‘Governoient 
because of anti-Russian feeling. Even though Roumania’s 
possession of Transylvania has been confirmed, and though the 
Governnaent has undertaken valuable measures of land* reform 
and has I'estored Trade Unionism, which had been suppressed, 
nationalist feeling against it, as the representative of Soviet 
influence and authority, is so strong as to render its future 
precarious; but' if, as a sequel to the withdrawal of the Soviet 
forces, the present Government were to be overthrown, it is not 
easy to see what could replace it save a dictatorship pf the extreme 
right— for there appears to be no coherent force in the centre or 
on the left capable of holding she country toge^lcr by its own 
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unaided strength. The Genei’al Election held in November', 1 94.6, 
gave the parties of the Govermneivt’s National Front an over- 
whelming majority, but it was followed by the resignation of the 
National Peasant and Liberal members of the Gabinct, atrd by 
the usual allegations that the elections had not beeir ‘free,’ and 
that the results had been rigged. 

In I-Iungary, after the Germans had been driven out, there 
emerged a coalition of left-wing parties much more real than that 
which was created in Roumania, with the Smallholders, Socialists 
and Communists as its three leading elements. As Hungary was 
still a country of huge, undivided landed estates and of landless 
rural workers, radical agrarianism was much stronger than in 
those countries in which much of the land had already been 
divided up, and in which Peasant Pai-ties were mainly dominated 
by the .wealthier peasants. The Smallholders’ Party, like other 
European Peasant Parties, attracted into its, ranks after the libera- 
tion large urlran groups hostile to Socialism and Communism; 
but it also retained its radical agrarian character, and one of the 
first measures of the coalition Government in which it was re- 
presented was a drastic land reform, aimed at the breaking-up 
of the great estates and the liquidation of the economic power of 
the landed aristocracy. When elections were held at the 
end of 1945, on a basis of separate party lists (the Russians tried 
to insist on a single Government list, Irut were over-ruled), the 
Smallholders’ Party received a great preponderance of votes, 
with the Communists and Socialists running nearly even a long 
way behind. The Government was reconstructed with a Small- 
holder Prime Minister, tiut as a coalition; and this situation con- 
tinued uneasily through 1946, though a righ t-wing section of the 
Smallholders broke away to form a new Freedom Party in 
opposition to Socialist and Communist iniluence. liungary, in 
elfect, was able, with the support of the Western Powers, to 
statyj out for time against having a Government mainly 
dominated by me Communists, largely because there did exist 
an alternative political force prepared to go some distance along 
the I'oad of social revolution, and to collaborate on equal terms 


with the Socialists and Communists, whereas in Roumania there 
was no corre.sponding party, and the choice lay only between 
the domination of the one or the other extreme. The coalition 
■was, however, most uneasy; and eai'ly in 194,7 Russians in- 
sisted on a purge of the Smallholders’ P^ty, which was com- 
pelled to agre^e to a fresh General Election. 

Both Hungary and Roumania were centres of serious economic 
conflict between tlie Soviet Uiwon on the one hand and the 


British and Americans on the other. The Russians aimed at 
linking the economies of both countries as closely as possible to 
that of the Soviet Union, and made economic agreements pro- 
viding for joint Soviet-lTungarian and ISoviet-Roumanian 
companies to undertake the development of their industrial 
resources, and also for close mutual trade relations. The 
Americans and British objected to these arrangements as pre- 
judicial both to the claims of foreign capital already invested in 
Roumanian and Hungarian enterprises and to the right to trade 
freely with these countries and to make further inve.stments in 
their development. Thus, the Americans and the British (and 
also the French) were in effect standing for the claims of capitalist 
trade and investment in the Danubian and Balkan countries, 
whereas the Soviet Union was trying to detach them economically 
from capitalist influence and to build them into an East European 
integrated economic system based on State planning and control. 
This issue came to be closely related to that of the control of the 
Danube navigation, which the Bi’itish and Americans wished to 
regulate by international convention on the principle of equal 
access for all — that is to say, of the right to capitalist trade and 
exploitation — whereas the Soviet Union insisted that the regu- 
lation of the Danube and of its tributaries was exclusively a matter 
for the riparian States, and that the United States and Great 
Britain had no valid claim to share in the control. 

Bulgaria 

Bulgaria, unlike Roumania and Hungary, was never at war 
with the Soviet Union, though it was with tlie Western Powers. 
When it passed under the control of the advancing Soviet forces, 
there emerged a ‘Fatherland Front,’ based on a coalition of the 
left-wing and anti-German parties. Here again, the Western 
Powers endeavoured to insist on a broadening of the Government 
to include the main opposition parties; but the ne^oiiations l«*okc 
down, and the American and British Governments began a 
bombardment of the Bulgarian Government and of Moscow ■with 
notes expressing their dissatisfirction with the poMtical siEuation, 
The Bulgarian Government, however, refused to recognise the 
right of the British and Americans to intervene in their conduct 
of their domestic affairs; and the Fatherland Front steadily con- 
solidated its pdsition. A referendum held in September, 1946, 
declared by an enormous majority in favour of a Republican 
Gonsdtution, based on government by a single elected Chamber; 
and in the ensuing General Election the Fatherland Front 
secured an overwhelming majority, and the Gqmmrinists also 


greatly increased their strength in relation to the other parties 
included in the ‘Front.’ The opposition protested that the 
elections had not been ‘free,’ and was backed up by further 
protests from London and Washington; but the Bulgarians felt 
strong enough to reject tliese protests, and a new, predomiirantly 
Communist, Government took office with Mr. George Dimitrov, 
the former secretary of the Comintern and hero of a famous trial 
held in Germany in the early days of Nazi power, as Prime 
Minister and effective ruler of the country. Even if the Bulgarian 
elections were not ‘free’ by Western standards, there is no doubt 
that the Communists and the Fatherland Front do enjoy wide 
popular support, and that there is no such unpopularity of the 
Russians as exists in Hungary and Roiimania among considerable 
sections of the people. Bulgaria, as well as Yugoslavia, does appear 
to have become a willing partner in the Slav group of countries 
m South-Eastern Europe, and to have undergone a comparable 
social revolution. 

Greece 

In Greece a very different situation exists; for Greece was 
occupied, on its ‘liberation,’ not by Soviet but by British forces; 
and its destinies have since been shaped imder British control 
and under British-American infliience. The Greek Left, largely 
under Communist influence, would unquestionably have made 
itself master of the country had it not been defeated by British 
military force. The British and Americans, thinking in terms of 
Mediterranean power politics, were determined to keep Soviet 
influence away; but the British Labour Government, while intent 
on this, had no wish to put the Greek Right iuto power, and 
accordingly tried for a long time, by one expedient after another, 
to rule the country through micldlc parties which proved to have no 
sufficient fallowing to maintain themselves in power. Finally, in a 
plebiscite hcrdypnder British obseivation and boycotted by the 
main body of the Left, a majoiity of the electoi'atc voted in favour 
of the Populist (Royalist) Party; and the assumption of office by 
this party was followed, in September, 1946, by a plebiscite which 
resulted in the recall of King George from exile in Great Britain. 
The British policy thus appeared to have led to the complete 
victory of the right-wing forces; but during the next few months 
serious disturbances developed both in the nor tK of Greece and 
in tire Peloponnese, and it became evidentkhat the Populist I’arty 
was incapably of governing the country in an orderly way and 
was determined on a campaign of persecution of its political 
opponents which alienated suclv motferate opinion as did exist. 
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At length, in Jamiary, 194.7, these conditions led to yet another 
reconstruction of the. Government, under a less intransigeant 
Prime Minister, but with still a predominance of irronarchi.st 
elements and without the participation even of the Liberal Party 
of Mr. Sophoulis, the only really substantial middle group. 

The political fortunes of Greece were thus as much subordin- 
ated to the exigencies of British-American power politics as were 
those of the other Balkan States to those of the power politic.s of 
the Soviet Union. If the Biitish had allowed the Greek Left Wing 
resistance movement — the E.A.M. — to get control of the country 
when it attemioted in 1945 to establish its position by force, Greece 
would have passed, like the rest of the Balkans, within the Soviet 
' sphere of influence in Europe. The only way of preventing this, as 
it appeared, was to put the Greek Right into power, and therewith 
to compass the defeat of the social revolution in Greece — an 
awkward policy for a British Labour Government to justify to its 
own supporters. Mr. Bevin would doubtless attempt to justify it 
by pleading that he had done his best to prevent his action against 
the Greek Left in turning into a victory of the Right, and to find 
a middle way consistent alike with British MediteiTanean 
interests and with the principles of Western democracy. But the 
plain truth was that no more in Greece than in any other of the 
Balkan countries was there any sufficient basis for parliamentary 
government of the West European kind. There was— and are — 
only two real alternatives: social revolution, involving the 
supremacy of a left ‘Front’ with the Communists as its main 
driving force, and counter-revolution, involving the supremacy 
of the reactionary forces. As between thes% two, Mr. Bevin opted, 
on grounds of power politics—and under American influence as 
well — ^for the counter-revolutionary solution — as appeared be- 
yond question when, in March, 1947, the Americans, openly 
proclaiming their motive to be hostility to Communist pene- 
tration, took over the task of financing the Greek riaction, which 
Great Britain could no longer sustain. * * 

Italy ,, 

This is the po.shconvenient place to refer briefly to three other 
countries which lie, both geographically and culturally, between 
East and West, but differ widely in culture from the Eastern 
group. These three are Czechoslovakia, Austria and Italy. I am 
well aware that many Italians will keenly resent this way of 
referring To their position in Europe; for Italy is by literary 
standards and hi.storical traditions essentially a country of the 
Western group. I justify the; refejjence by assei-ting that, wherever 
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Italy may stand in the arts and in history, both politically and 
economically it occupies a middle position. It i.s over-populated; 
it has a large, deeply impoverishc (5 and backward peasant popu- 
lation, especially yr the south; and it has never made a success of 
Western methods of parliamentary government. Italy was the 
first important country to fall after the first World 'War under 
Fasci.st dictatorship; and the ease with which this dictator, ship 
was established showed that Western parliamentarism had no 
strong roots in the Italian people. It is, in truth, !i hind of contra- 
diction,?, in which the highly advanced and the utterly primitive 
jostle each other at many points; and its history since the fall of 
Mussolini and its swing-over to ‘co-bclligcrcncy’ with the Allies 
against the crumbling Nazi power illustrates the fatal ambiguity 
of its political make-up. It has strong Communist and Socialist 
Parties; but their strength is mainly in the industrial north of the 
country; and over the whole area the Catholics have still a larger 
following than either. Nor has Fascism Ireen thoroughly eradi- 
cated: it shows signs of revival in the ‘Uoino Qiialunque,’ or 
‘Common Man,’ Party, which has recently gained a rapidly 
growing number of adherents. Italian Socialism shows the effects 
of the midway position of the country by the split in 1947 
between its right wing, strongly hostile to co-operation with the 
Communists, and its larger left wing, which stands for working- 
class unity against t he danger from the Catholics and the Qjtaltm- 
quists. An uneasy and newly-reformed coalition, under a Catholic 
Prime Minister, holds ollice as I write these words;i Imt it may 
fall at any moment, and no one knows what is to take its place if 
it does fall, Economictiffy, Italy’s dilHctthies can hardly be solved 
without emigration on a really large scale; but whither are the 
emigrants to go? Politically, Italitm sentiment has been strongly 
roused by what arc regarded as unfair terms of peace, giving too 
little credit to the Italian pcCj^le for its help in the final stages 
of the war, apcjjay the lo.ss of Trieste and the threatened loss of the 
Italian oversew empire. The condition.? are such as to make the 
country inevitably a potential centre of future international 
disturbmice. It does not belong to I 5 astcrn Europe.; but it is not 
in a state to become effectively a partner of the countries of the 
West. Its economic situation and outlook arc almo.st desperately 
bad: its natural resources arc poor, and it.s population continues 
to grow at a prodigious rate. Yet, with all lliis,, Ittily is a great 
country, with a great cultural tradition that binds it unequivocally 
to Western Europe; and with Western Eufopc it must, in the endj 
somehow wofk out i(.s political and social salvation. 

1 March, 1947. 


Czechoslovakia 

Czechoslovakia also lies on lihe frontier between Western and 
Eastern EuropCjand has points of close cultural, as well as economic, 
contact with both. Its expei'iences at the hands of the Germans 
have left a legacy of lierce anti-German feeling, and therewith a 
determination to root out the German minority from its midst — 
including not only the large German population of the Sudeten 
borderlands, but also the long-settled Germans of Prague and 
other mainly Czech towns. The removal of this large German 
population has involved much suflering, and has also meant for 
Czechoslovakia a considerable loss of highly skilled workers, who 
cannot be easy to replace. President Bones saw, at an early stage, 
that the best hope for the re-establishment of a free Czechoslovakia 
lay in coming to terms with the Soviet Union, and thus making 
it possible for the exiled Government to return and to re-shape the 
country’s institutions without the same sharp break with the past 
as befell the Poles because of the foolish intransigeance of the 
Polish Government in London. This policy of collaboration with 
the Soviet Union involved the ti’ansfer of the eastern end of pre- 
war Czechoslovakia — the Ruthenian territory inhabited by 
Ukrainian peasants — to Soviet sovereignty; but this was no loss, 
for Ruthenia was poor and had little in common with the rest of 
the country in either culture or national feeling. In Czecho- 
slovakia, shorn of this area, there were difficult problems as 
between Czechs and Slovaks, including the liquidation of a large 
element in Slovakia that had collaborated with the Nazis; and 
there was an immense problem of re-peopling and re-organising 
districts from which the former German imiabitants were being 
driven out, The Government which set to work to tackle these 
problems was a coalition, including a wide range of parties, 
Slovak as well as Czech, under a non-party Prime Minister, Mr. 
Fiex'linger. It announced a policy ol complete equality between 
Czechs and Slovaks and, on the economic side,,^((rT|irogramtrie 
which included the nationalisation of all major industries and 
lai'gc establishments, and an ambitious measure of planning 
under public control. The elections held in May, 1946, under 
conditions comparable with those of ‘Western countries, resulted 
in the return of the Communists as the strongest party, with 40 
per cent, of the votes in Bohemia-Moravia and 30 per cent, in 
Slovakia, and witii a total of 1 14 seats, 'Next came tlie Christian 
Democrats, with a clear jnajority in Slovakia, but only a fifth of 
the votes in Bohemia-Moravia, and with 89 seat|, President 
Benes’s party, the Social Nationalists, won 55 seats, the Czech 
Social Democrats 37, and minor l^ovak parties the remaining 5. 
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After the elections the wide coalition was maintained, but under 
a Communist Prime Minister, ,Mr. Benes being re-elected as 
President of the Republic. The Czechs have thus successfully 
demonstated the possibility of maintaining the parliamentary 
system, broadly in its West European form, while associating on 
close and friendly terms with the Soviet Union and falling 
within the Soviet sphere ofinfluence in international affairs. They 
have also shown their capacity to plan for economic recovery and 
development on a basis which combines a large measure of 
nationalisation with the retention of smiill-.s(;alc private enterprise 
and of peasant agriculture. This is not to say that Czechoslovakia 
is not still facing very clilficult economic prolderas. In the past, it 
has traded largely with Germany on the one hand and with its 
more agricultural neighbours to the south on the other; and the 
pi'osperity of its economy depends largely on the restoration of 
trade in both these directions. Czechoslovak production is indeed 
fairly well balanced between industry and agriculture, but not in 
such a way that the country can prosper by internal exchanges 
without a large volume of foreign trade. The Czechs have the 
strongest reasons for wishing to maintain close and friendly 
relations with both East and West, and not to be shut up within 
any exclusive system. The record of the Government since the 
liberation shows that they are well aware of this, and are doing 
their best, while recognising the paramount necessity of close 
relations with the Soviet Union, to keep on good terms with the 
West as well. 


Austria 

Lastly, among the countries which lie between East and West, 
there is Austria, now again disentangled from Germany and 
recognised as an independent State, hut suffering under the acute 
cy|fficultie£f"wjjt,iscd by an occupation which has divided up its 
small teii’itory into zones in the same way as Germany has been 
divided. Two outstanding facts in the Austrian situation are the 
still "Unresolved political conflict between Socialist Vienna~a 
capital city large out of all proportion to the rest of the country, 
because it grew to greatness as the capital of the defunct Austro- 
Hungarian Empire— and, in the working-class movement, the 
continued predominance of Social Democracy* and the weakness 
of Communism. At first liberated Ai^tria had a Government 
headed by^a Socialist — ^thc veteran Dr. Karl Renner; but in the 
General Election held in November, 1945, victory went to the 
People's Party, which won 8^ seats as against 76 for the Social 
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Democrats and 4 for the Communists. A new Coalition Govern- 
ment headed by Dr. Figl, the» People’s Party leader, was then 
formed, Dr. Renner becoming President of the Republic. In 
Vienna itself the Socialists had a comfortable majority; but 
nationally the Catholic peasant vote carried the day against them. 
The Austrian Government, though recognised since its recon- 
struction by all tlie occupying Powers, has had a hard task to face. 
The country has never been really self-supporting since its 
establishment on the ruins of the Austro-Plungarian Empire after 
the first World War; and its situation is now complicated by the 
problems of disentangling its economy from that of Germany and 
of determining what industrial property in Austria ^ is to be 
regarded as having belonged to the Germans and as being there- 
fore subject to claims on reparations account, or even as war 
booty. There have been many troubles over this question in the 
area occupied by the Soviet Union, which includes Vienna; and 
the uncertainties of the position have delayed reconstruction. 

In general, the alignment of Austria is culturally and 
politically with the West, rather than with the East; but, equally 
with Czechoslovakia, it needs to base its policy on friendly 
connections with both groups. Austria is greatly concerned with 
the common problems of the Danubian area, and cannot hope to 
prosper unless it can keep on good terms with the other countries 
concerned with the navigation and water-resources of the Danube. 
All the Austrian parties stand for complete severance from 
Germany; but should a federal Germany emerge, there would 
obviously be close connections between Austria and the South 
German States. The Catholic influence, which is strong in 
Southern Germany as well as in Austria, would make in this 
direction; and, though Social Democratic Vienna, with its large 
Jewish population, would not be similarly affected, the Austrian 
Social Democrats would also be more inclined to looEwestwards 
than eastwards for their closest international contsSra! *• 


The East, the West, and the Centre • 

The tlwee countries last considered— Italy, CzechoslovakiH and 
Austria — are three good and inescapable reasons why, however 
important the conception of.a line across .Europe, dividing East 
from WestjJ may be, no simple solution of the European problem 
can be achieved by making a sharp cut across the Continent, and 
parting it all into two separate 'spheres of influence. ’ Even if the 
conception of West European unity has deep social a«d political 
importance— and I profoundly believe that it has— it would be 
1 See Map on pSigc 1020. i 
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disastrous to conceive of it as an exclusive I’elationship, which 
would cut ofl’ the countries of the West sharply from those of the 
East, and would deny the possibility of any intermediate con- 
dition. That is ofie reason why, when I come to discuss the prob- 
lem of West European unity, ^ I shall make it clear that I do not 
mean by it any exclusive federal relationship, which would deny 
to the countries taking part in it the right of simultaneous 
association with other regional groups, The purpose of West 
European unity, as I understand it, is not to divide Europe, but 
to make easier, by such common action as is practicable now, an 
approach to uniting it, within the wider union of the United 
Nations, and on terms that will allow dilTerent politico-economic 
systems and different conceptions of democracy to live together 
and to collaborate in tasks which call for supra-national action. 
On no other basis could I advocate closer unity among the 
Western peoples; for it would be the height of economic, as well 
as of political, madness to endeavour to line up the peoples of 
Europe in two unmediated and conflicting groups, when the 
plainest need of all is to bring them closer together and to promote 
collaboration between them on a foundation of mutual under- 
standing and tolerance of different traditions and habits of mind. 

1 See Part VI. Chapterfi II and III. 


CHAPTER Vr 


THE SOVIET UNION IN WORLD AFFAIRS 

The Soviet Union, with its population in 1939 of 172 
millions^ spread over a land area nearly four times as great as that 
of all Europe west of its frontiers and nearly three times as great as 
that of the United States of America, is now unquestionably one of 
the two most powerful countries in the world. It has a high birth- 
rate, and is still at the stage of development at which population 
increase is likely to be accelerated by a fall in infant mortality as 
conditions of living improve. The League of Nations forecast, 
based on pre-war trends, puts the prospective population in 1970 
at well over 250 millions; but even this total would leave the 
density very low. There is plenty of room for a vast increase in the 
number of people in the Soviet Union, even after full allowance 
has been made for arid territories incapable of either industrial or 
agricultural development at the present stage of human know- 
ledge. 

This vast population is poor. The standard of living in the 
Soviet Union is not easy to measure; but it is undoubtedly very 
low in comparison with the standards prevalent in Western 
Europe. The very rapid industrial development of the period 
since the Revolution, when the new rulers of Russia fell heirs to 
an utterly bankrupt and disorganised economic system, has not 
yet availed to lift the peoples of the Soviet Union out of their 
poverty. This is partly because the successive Five Year Plans of 
industrial expansion have been directed chiefly to biding up a 
modern industrial equipment with a view to successKnaefence ki 
war and to the increase of productive resources for the future, 
father than to an immediate improvement in the standard of life. 
The Russian Communists deliberately decided that their firsf task 
was to develop and consolidate the Soviet Union’s economic and 
military power, in order both to make their new order proof 
against destruction from outside and to raise productivity rapidly 
towards the levels “already reached in more advanced countries. 
This involved a high concentration on the production of capital 
goods, and therewith a slow rate of expansion in the* output of 

I Excluding about 35 millions (1939) in territories since annexed to the 
Soviet Union. » » 
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coiiKSumers’ goods. Such a policy was to a great extent forced on 
the Soviet Union both, by the r«al danger of military attack — 
which actually came in 1941 — and by the impossibility of securing 
the large capital loans from abroad which alone could have mad(; 
practicable a simultaneous rapid increase in the supply of capital 
goods and of consumers’ goods. The peoples of the Soviet Union 
had to tighten their belts in order to put their new system of 
government firmly on its feet in face of a world governed by 
influences strongly hostile to their system; and those critics who 
grumbled at its rulers for following tlie coutvsc they did should 
have been silenced when Hitler’s onslaught of 194.1 proved how 
necessary the policy had been. 

The Soviet Union is still an Agricultural Country 

There is a second reason, fully as important as the first, for the 
continued low standards of living in the Soviet Union in spite of 
rapid industrial development. The Soviet Union, with all its 
industrial expansion, is still predominantly an agricultural 
country, with most of its occupied population employed on the 
land. According to the Census of 1939 more than 46 per cent, of 
the total population belonged to collective farmers’ or peasants’ 
households, as against 35 ]3cr cent, belonging to the households of 
manual wage-woi'kers and craftsmen, and ly j- per cent, to those 
of non-manual woi'kers. Moreover, thi.s figure of 35 per cent, 
included 2 J millions of agricultural wage-workers out of a total of 
27 million wage- aivl salary-workers. Well over half the total 
occupied population was still employed in one capacity or another 
directly on the land, whereas in Great Britain the proportion so 
employed is only about 5 per cent., and even in the United States 
only 20 per cent, at most. A high proportion occupied in agri- 
cultural pimuits is usually, though not always (Denmark and 
New Zealamly^emg notable exceptions), a sign of a low standard 
of living. It is always so where the land is cultivated mainly by 
traditional peasant methods and with much labour and little 
capitSl equipment. In the Soviet Union agricultural yields are 
still very low; and, though great efforts have been directed to 
mechanisation and to the adoption of more scientific agricultural 
methods, the task to , be faced is so immense that the results in 
terms of productivity still remain small. The policy of agri- 
cultural collectivisation, which was carAd through over most of 
the territory of the Soviet Union in the 1930’s, was only beginning 
to produce its effect when much of the most fertile and best culti- 
vated part of the land was overrun and laid Waste by the Nazi 
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armies. Over and above this, the troubles accompanying col- 
lectivisation, which was resiste<J by many of the moi’e prosperous 
peasants (the ‘Iculaks’), led to a great slaughter of livestock; and 
this change had been by no means fully mad« good when the 
country was plunged into war. The fighting, the evacuation, •and 
the deliberate Nazi destruction brought about a further serious 
loss of livestock population, as well as much damage to the land 
itself; and during the war the peoples of the Soviet Union went 
very short of food, and could not have subsisted at all but for the 
rapid development of agricultural production in Asiatic Russia 
and in such parts of the European territory as escaped ‘scorching’ 
in the course of the struggle. 

It is bound to take a considerable time to raise agricultural 
standards in the Soviet Union to those which have been reached 
in more advanced countries. To achieve this, there has to be a 
vast development of agricultural education and of the supply of 
agricultural technicians of every sort; and there has also to be an. 
immense expenditure of capital both on the land itself and on 
farm buildings and agricultural maebinery, and also on the 
improvement of rural transport. Road and railway building over 
an area as great as that of the Soviet Union are tremendously 
costly undertakings, and for the present it is not possible to spare 
for them more than a very limited appropriation of resources 
under the Five Year Plan. That there will be in time a very great 
rise in agricultural productivity there seems no reason to doubt; 
but the change cannot come quickly enough to prevent the 
average standard of living from remaining low for a con.siderable 
time to come, especially since war devastafion has put the clock 
back and has made it necessary to do all over again many things 
that had been successfully achieved during the pre-war years. 

War Damage and Recovery — The Met0 Five Tear Flan 

Industrially, the Soviet Union ha.s also vast w^^irtamagc,to 
make good. Wonders were accomplished in removing entire 
factory plants from the areas overrun by the Nazis, and in setting 
them up in places of greater security. But much could not be 
moved, both on account of shortage of time and transport and 
because many of the greatest installations were physically irre- 
movable. The great dams which had been built on the Dnieper 
and elsewhere for. the supply of electric power were broken, and 
have to be made all over again. The coal-mines of the Don and 
Donetz basins and, still more, the oil wells of th^ Caucasus, 
suffered very severe damage; so that to-day, despite great natural 
resources, the Soviet Union is suffering from shortage of coal and, 



still more, of oil. Industrial production, which should have main- 
tained its prodigiously rapid rat^ of increase during the pre-war 
period, is still a long way short of the actual level of 1940. No 
precise figures of current output are available; but some idea of 
the elfects of the war on the Soviet Uniorfs industrial capacity 
can be gathered from the figures of the new Five Year Plan that 
has been drawn up for the years 194.6-50. 

The Soviet Union’s previous Five Year Plan was to liave been 
completed in 1942, but was of course interrupted and sliattered Ijy 
the war. In a number of the key industries tlie total output which 
it is planned to reacli by 1950 i.s substantially below what had 
been planned for 1942. This is in spite of the fact that the territory 
covered by the Plan has lieen considerably enlarged by annexa- 
tions. Foi' example, the output of iron was 15 million tons in 1940 
and was planned to reach 22 million tons in 1 942 ; but the planned 
output for 1950 is now only 19 J million tons. The planned output 
of steel falls similarly short (18 million tons, 28 millions, and 
25^ millions), and that of oil much shorter still (31 million tons in 
1940, a planned 48I millions for 1942, and only 35I millions 
planned for 1950). The estimate for coal is a good deal better, 
with an actual output of i66 million tons in 1940, a planned out- 
put of 243 millions for 194a, and a planned increase to 250 million 
tons ill 1950; but even this is a marked slowing down of the rate of 
increase. It is said that the Donetx mines cannot be got back into 
full production until 1949. Electricity again shows a much slower 
planned rate of increase than under the previous plan. Output, 
which was 48 billion kwts. in 1940, was planned to reach 75 
billions in 1942, and'is now planned to reach 82 billions by 1950. 
All these planned estimates for 1950 are for the. enlarged territory 
now within tlie Soviet Union. 

This slower rate of expansion under the new Five Year Plan Is 
not due to a diversion of resources from capital development to 
tljp produWpiiQn of consumers’ goods. The Soviet Union is deter- 
mined to carry on with its policy of rapid industrialisation and to 
make good the losses it has sustained; and this means continued 
shortage for the consumers, though not of course so acute a 
shortage as has existed since 1941. As the BVonoftut pointed out in 
its review of the new Plan, the estimated production of 250 million 
pairs of shoes by 1950 will not give each consumer much more 
than one pair a year; but even this involves an expansion of out- 
put by loo million pairs, The target outputs for most textile goods 
are actually lower than the targets set in the previous Plan. It 
looks a.s if the Soviet peoples, in the period of rebuilding that will 
cover the next five years, wil| have still to endure an 'austerity’ 
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far beyond anything that we have experienced in Great Britain. 

This austerity may be slightlyjbut cannot be more than slightly, 
mitigated if the Soviet Union uses some of its power to produce 
capital goods for the purpose of supplying some 5 f the needs of its 
backward neighbours in Eastern Europe, and receives consumers’ 
goods in return. There is some evidence in recent Soviet policy 
that such a development of trade relations may be of some im- 
portance; but the supplies of consumers’ goods available for export 
from these countries cannot be high. Poland can send textiles from 
the Lodz region, and Gzechoslovalda may also be able to help; 
but it is not easy to see any other sources of considerable supplies. 
Mainly what the Soviet Union can hope to get from trade with its 
neighbours in Eastern and Southern Europe an raw materials 
i of which there is a home shortage, including of course oil from 

I Roumania, Austria, and Hungry. Oil constitutes a serious problem ; 

and the falling off of Soviet oil production has obviously much to 
do with the recent struggle between British, American and Soviet 
I would-be developers of the oil resources of Northern Persia. 

i The Soviet Union needs Peace 

I In face of the great losses sustained during the war, and of the 

I long time needed for full recovery, the Soviet Union has obviously 

as strong an interest as ever in avoiding war, and it is fantastic to 
j suspect the Soviet leaders of harbouring aggressive military 

’ designs. Soviet policy, as far as it is based on conceptions of power 

I politics, is conceived in terms of defence and not of war-making. 

!: The Soviet leaders are still afraid of war beijig made upon them, 

j especially as they have been denied the atomic weapon which is 

i a practical monopoly, lor the present, of the United States. There 

* is much talk in America that serves to encourage these fears; and 

f this is especially the case with many cif the utterances of American 

I military leaders, who make no secret of preparing fea possible 

5 war against the Soviet Union, as well as with the<#?!)!ore intram- 

I sigeant spokesmen of aggressive capitalism. The Soviet leaders have 

I not forgotten how many encouragements Hitler was given before 

I 1939 to turn his armies against Russia and to come to termfwith 

f Western Europe; and they still regard Great Britain, despite its 

change of government, as a potential plotter with the United 
i States in a combined capitalist effort to destroy Communism as a 
I world force. This Suspicion often looks like aggressiveness, because 
I it finds expression in a poMcy of detaching the countries of Eastern 
Europe as far as possible from the West, and of attaching them as 
fifmly_ as possible to the Soviet Union, because it leads to Soviet 
opposition to ‘imperialist’ designs? real or supposed, of Great 




Britain and of the United States in the Eastern Mediterranean ; 
and in Asia, and also because it leads the Soviet Union to oppose 
strongly all attempts at closer unity in Western Europe, under 
the impression that they arc threats to its own security. ^ 

The new Five Year Plan appears, to an even greater extent 
than its predecessors, to aim at the development of machine tool i 

S eduction, which showed its deficiencies during the war. The i 
an also continues, and perhaps intensifies, the pre-war trend i 
towards industrial decentralisation. This has a double implica- 
tion. It is partly an attempt to speed up the general pace of 
development throughout the area of the Soviet Union by equip- | 
ping every district with its own industries; but it is also partly | 
designed to remove as much as possible of the Soviet Union’s | 
economic apparatus away from the vulnerable frontier districts, 
even though they are now screened, much more than they were 
before 1939, by buffer ten-itories belonging to countries at present 
closely associated with the Soviet Union. 

In fact, the motive of fear is present in almost all that the Soviet 
Union does or attempts. This fear is of external aggression, 
designed to destroy the Soviet power. Internally, the only possible 
threat to the continued authority of the present rdgime would 
come from the Army; but this potential threat of military 
dictatorship, though it was much written up from time to time by 
hostile observers, does not seem ever to have been real, and in any 
case full precautions linvc been taken against it. The dominant 
power in the Soviet Union remains, and is likely to remain, the 
Communist Party; tund there are no longer inside its frontiers 
any forces of disruption chat are of serious account. 

JVaiionaHties in th$ Soviet Union 

r 

This is ^jfighly remai’kablc fact in view of the large number of 
separate naulwalities of which the population of the Soviet Union 
is made up. It is generally agreed, even by many who strongly dis- 
like the general achievements of the Soviet Union, that its hand- 
ling 6f the problem of nationalities has been highly successful. In 
effect the Soviet Union, by giving the fullest recognition to dis- 
tinct national cultures, over small areas as well as large, has 
succeeded in enlisting nationalist sentiment strongly on the side of 
the great federation of peoples which it is, ind has not been 
troubled at all by separatist national movements since its very 
early days./Some people, who arc ready to turn everything to the 
discredit of the Soviet system, will doubtless argue that this 
immunity has been due to thccruthlessness with which every kind 
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of opposition has been liquidated; but it is not very plausible to 
argue that nationalist feeling eopld have been entirely prevented 
from expressing itself within the country, if it had been strongly 
present. At one time, a good deal used to tee heard about 
Ukrainian and Georgian nationalism as forces capable of com- 
passing the destruction of Communist control; but nothing of any 
significance has emanated from them in recent years. 

Is the Soviet Union ‘Totalitarian’? 

This success in binding a large number of peoples, with widely 
differing cultures and levels of civilisation, together into a single 
politico-economic system is the Soviet Union’s most unequivocal 
and most widely accepted achievement. On other matter's, judg- 
ments are still utterly diverse. There were many before 1941, and 
there are beginning to be many again now that the Nazi clanger is 
done with, who contend that Hitler and Stalin are much of a 
pattern and denounce both Hitlerte Germany and Stalin’s Russia 
as ‘totalitarian,’ anti-democratic regimes. On the other side, there 
are many besides professed Communists who regard the Soviet 
Union as the leader of the forces of world Socialism and as far 
more democratic in essentials than either Great Britain or the 
United States. It is an undoubted fact that the Soviet Union’s 
popularity in Great Britain has noticeably waned since the end of 
the war— -mainly because many Labour supporters have resented 
the implication that Labour’s advent to political power has made 
no real difference to British world policy, and that in world affairs 
Great Britain still stands beside the United Slates as the exponent 
of capitalism. But even when full account has been taken of this 
revulsion of feeling, it remains true that there is in the main body 
of the active worlang class, in Great Britain as elsewhere, a deep 
feeling of sympathy with the Soviet IJnion, and of determination 
to take no part in any action directed against it, is, hoty- 

ever, overlying this feeling, but by no means doing away with it, 
a sense of disquiet, which, based mainly on what the ordinary 
man hears and reads about Soviet policy in foreign affairs? also 
malces people more ready to listen to allegations that Soviet 
internal policy has ceased to be conducted in the interests of the 
working class ‘'and has come to be that of a narrow dictatorship 
thinking purely imterms of povver- over the masses. This opinion 
has indeed spread to som^who were formerly loud in their praises 
of the Soviet Union: it finds its most forceful expression in George 
Orwell’s s&tire, Animal Farm. 

Let us face the full force of the charges that are made against 



the Soviet Union’s internal policy, and then come back to the dis- 
cussion of its attitude in internatipnal affairs. The thing that most 
British observers who began by feeling a strong sense of fellowship 
with the Soviet Union find hardest to stomach is the fate that has 
overtaken so many oftho.se who were once the pleaders of the 
Communist Party. They found the great treason trials of the year.s 
before 1939 incomprehensible. It was very difficult for men 
brought up in English habits of thinking to understand either how 
the prisoners could get up in court and make such startling con- 
fessions as they did or how, if the confessions were true, they could 
ever have behaved in the extraordinary ways_ in which they 
seemed to have behaved in fact. This failure of comprehensi(m 
was partly due to the entke lack in Great Britain of any experi- 
ence of underground conspiracy, and of any knowledge of its 
curious psychological effects. It was also due partly to a sheer 
difference of temperament, the existence of which will be 
admitted by any English reader of Russian novels. Nevertheless, 
when all allowance has been made for these factors, the trials do 
remain difficult to understand, and it does remain hardly believ- 
able that some of the reports of sabotage attributed to the con- 
spirators — to say nothing of some of the taller stories told against 
Trotsky — were well-founded, and hardly possible to reject the 
idea that there was an clement of hysteria among both prosecutors 
and prisoners. I myself, for what my view is worth, wrestled hard 
witli such evidence as I could get, and came in the end to the con- 
clusion-- "largely based on Radek’s tcstimony-~that the trials were 
in no sense mere frar^c-ups, and that there had been actual and at 
one time formidable plotting against the State. I also dismissed as 
sheer nonsense the allegation that the prisoners had been tortured 
or drugged into confessing; for I catmot conceive how such an 
opinion could survive a carejffil reading of what the prisoners said. 

This, however, still left the main question open. The prisoners 
had been ] 5 Iby:ing against the State: that was clear. But what was 
the real character of the State power against which their plots 
were directed? Plad Stalin and his associates really “betrayed the 
Revdution,” or had they not? Nothing that was said either in the 
course of the trials or at other times against the 'Stalinist dictator- 
ship’ at all convinced me that such a thing had occurred. I myself 
fell, and continue to feel, a strong temperamental antagonism to 
Stalin. I do not like his tiiind j and I cordially bate the atmosphere 
of hero-worship with which he obviously loves to surround him- 
self, or, ifhf does not love it, regards as good policy. The continual 
adulation of the ‘Generalissimo’ makes me feel sick; it offends my 
radicalism, 'syhich is my deepest emotional response. But to dislike 


Stalin’s mind, or the adulation he exacts, or even many parts of 
his policy, is an entirely different thing from,' regarding him as 
an apostate from his revolutionary faith, or as a mere seeker 
after personal power; and I can discover nothin|j in his conduct 
that copld legitimately brand him with these vices. As far as I am 
able to see, the inteimal policy of the Soviet Union has been con- 
sistently directed in the interests of the main body of the people 
and has aimed, first at consolidating and securing the victory of 
the Revolution, and secondly, at raising standards of productivity 
with a view to advancing the standards of living as far and as fast 
as this can be done consistently with the first object. Obviously, 
there has been a revulsion — ^which I dislike — ^from the first fine 
flourishing of Socialist idealism and a return to the greater use of 
material incentives to labour and to greater recognition of 
inequality in both payment and education. I am not in a position 
to judge how far these steps were avoidable; and in any case I can 
see no evidence in them that the Soviet Union is building up a 
new system of class cxioloitation. Inequalities, if they are not too 
extreme, do not constitute class differences; and inequalities of 
earned income are very different from inequalities based on 
incomes from property descending from father to son. In these 
respects the Soviet Union, as far as I can tell, remains consistent 
to the Marxist faith; for Marx always insisted that at its first stage 
the Socialist Revolution would need to strike hard at incomes 
from property, while leaving earnings to be based on the diflerent 
values of different men’s contributions to the social product. Even 
quite big differences of income seem to me t(S furnish no evidence 
of backsliding from Marxist Socialism on the part of the Soviet 
Union. Moreover, it ill becomes those who defend in their own 
countries large inequalities arising out of the possession of px’operty 
to cast stones at the Soviet Union few recognising cUfi'erences of 
earned income. _ 

Recent educational changes, including the reimp^sltion of fees 
for higher education, are more disturbing. But, here again, can 
we, who still tolerate the ‘two nations’ in our school system and 
leave much of the opportunity for higher education to depend on 
the parents’ ability to pay fees, legitimately cast stones? The 
So viet Union, whatever the limitations of its eaucafional methods 
may be, is conducting the vastest and most democratic experi- 
ment in higher edfidation that the world has yet known. Maybe it 
had to do something to k<»ep the demand down to the practicable 
supply of good teachers and of necessary equipment; and maybe 
an extensive system of scholarships, with low fees for other 
students, was the best immediate answer it could der^se. 
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Free Speech and Democrary 

Much more serious, from the rtandpomt of Western critics, is 
the undoubted suppression of freedom of speech and of association 
wherever these ihvolve any possibility of attack on the Govern- 
ment in power. Our Western conception of democracy regards 
free speech and freedom of association as the very foundations of 
democratic government. The leaders of the Soviet Union clearly 
do not; and on that ground it comes easy to u,s to accuse them of 
acting in an undemocratic .spirit. Kven, however, if we do so 
attack them, let us try to understand tlieir point of view, and, in 
order to do this, let us make sure that we understand our own, 
Freedom of speech and of association are rights which our demo- 
crats fought ibr, and to a large extent won, under a system of 
government that was clearly not democratic, and that no one 
claimed to be democratic. They were demanded, and largely 
won, as rights of the democratic opposition to make its voice 
heard and to influence the actions of the undemocratic Govern- 
ments and Parliaments, based on a nai'rnw franchise, by which 
we were ruled. Because we won these I'ights under an undemo- 
cratic system, we recognise them as rights and are prepared to 
concede them, within limits, to our opponents when we hold the 
power. The Russians, however, did not at any point win these 
rights effectively under Gzardom. They were denied their exercise 
right up to the Revolution, and knew W(;ll thereafter that, if the 
Revolution were overthrown, they would be denied them again. 
Accordingly, to ask them to concede the.se rights to their oppo- 
nents is not to ask them to concede i'ights which they have ever 
successfully claimed for themselves. It is to ask them to behave 
towards their critics as they have never been behaved towai'ds, 
and as they know their critics would not behave towards them if 
the roles were x'eversed. The Revolution could not have won 
power excj^t by being intolerant; and it is doubtful if it could 
possibly havc'held power after its initial victoiy except by taking 
over, and applying to its own purposes, the intolerance of the pre- 
ceding rdgime. _ The Soviet Union inherited intolerance from 
Ozardom; and it is unrealistic to judge it as if it had the same 
historic rettsons as we have for venerating free speech and 
freedom of &ociative action. * 

Democracy, in the Russian view, is based not on thase freedoms 
which we, but not they, used as stepping stones to democratic 
power, but on succepful class revolt, Rys.sian democratic thought 
accordingly emphasises the factor that brought it to powca'— 'that 
is to say, it puts thestress on class and on class-solidarity. The notion 
of a highly disciplined working class, under strong leadership, 
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substituting its collective powey for the class-power of the old 
regime, is as fundamental to the Russian conception of democracy 
as the freedoms of speech and of association are to ours. They lead 
straight to the conception of the single party, following solidly an 
accepted ‘party line,’ cai’rying internal debate up to the point of 
decision on policy, and then all acting as one on the decision 
reached, sinking private differences of opinion in the interests of 
the class. These notions are repugirant to most of us, with all our 
highly developed belief in the value of the individual as a judging 
pei'son, and with our faith in spontaneous private and group 
action as an instrument of piecemeal reform. But equally these 
notions of ours seem treason to democracy to a people whose 
experience has been that of disciplined underground struggle, in 
which failure of solidarity meant betrayal and death or exile. 

It is legitimate for us, believing in the value of our own values 
and in the high merits of a society which gives wide freedoms of 
speech and association, to hope that these virtues will presently 
achieve recognition in the Soviet Union, as soon as its leaders are 
not afraid. It is legitimate for us to hold that, when the leaders in 
the Soviet Union no longer believe that there is a world con- 
spiracy to overthrow Communism and to luring back the capitalist 
autocracy which is their enemy, they will begin to recognise the 
value of these freedoms. But it is quite absurd to dismiss the 
Soviet Union as undemocratic because it does not practise these 
virtues now. Plow could it, in the light of its history; and, if it had 
practised them, would it have been able to survive? 

There are other lands of democracy besides those which, 
because of the historical conditions of o6r own struggle for 
democracy, we have learnt to embody in our conception of it. 
The substitution of the organised class-power of the Russian pro- 
letariat, organised in the Communist Party, for the class-power of 
the Gzarist system was a real democratic victory, though it did not 
result in the establishment of democratic govcnmjgiit on llte 
Westenr model. 

The Position of- the Communist Party * 

It can, of course, still be argued, by those who accept what 
I have just beciWaaying, that the Soviet Union is not a democracy 
because its Communist Party does not represent the might of the 
organised working class, or because, even if it does, the working 
class which it represents m not a majority of the whole people. To 
the second of these criticisms the answer — ^whlch siyms to me 
valid — is that the Communists were right in arguing that it was 
the task of the industrial workerg to lead and to arouse the 
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peasants, who were incapable, without tlicm, of effective 
organised action, and that in fact^^when the Revolution had been 
made, the Communist Party showed a keen desire to broaden its 
basis by enrolling, as many peasants as it could, and by doing all it 
could to train up leaders from among the peasants. To the first 
criticism the answer is that the Communist Party, even if it, 
includes only a minority of the workers, does undoubtedly include 
most of the more active and intelligent among tliem, and that its 
members show no sign of being dissatisfied witli the democratic 
character of its internal organisation, or of feeling themselves to 
be merely bossed about by a gang of leaders who do not represent 
their will. The part played by the Communist Party in the work- 
ing of the Soviet Union could not be played unless there were 
literally millions who believed in it and, because of their belief, 
worked hard and willingly to spread its inHuonce into every nook 
and cranny of the social structure of the country. 

Ah, say the critics, but so did Hitler depend on the willing 
service of millions of members of the Nazi Party; and where is the 
difference? The difference, as I see it, lies both in the social 
objectives and iir the internal organisation of the two parties com 
cerned. The Communist Party stands for a conception of welfare, 
to be achieved by collective development and proper use of the 
national resom’ces. It docs not stand (;ithcr for war or for any 
notion of i^rcdatory superiority over other men or nations. It is 
moreover organised on a pi'inciple of internal democracy, even if 
State-worshij-) has done something to interii^re with the practicesof 
that democratic principle. I write, not a.s an adheresnt of the 
Communi.st Party, biit as one wlio stronglj' dl.slikes it.s doctrine of 
‘democratic centralism.’ But I can see notlung in common between 
it and the Nazi Party, beyond the obvious fact that they are both 
modern ma.ss parties using modern propagandist techniques. 

I do, then, accept Soviet' democracy a.s a legitimate form of 
dejpiocracyTand reject altogether the notion that it is merely 
autocracy in uksguise. But of course, it is not, at any rate in the 
shape in which it exists in the Soviet Union, a form of democracy 
at alb appropriate to Western conditions, or fitting in with the 
democratic traditions of the West. And, equally^ of course, it lias 
become in practice less democratic under the imfnehse strain of 
total war. How could it have escaped doing so; and how can it for 
a long time avoid carrying with it the stigmata, ef its great ordeal? 

Soviet Forei^ Policy * 

I come back now to Soviet international policy, in the light of 
what has been said about Soviet policy in its internal aspects. The 
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external policy of the Soviet Union has' two main objects— the 
prevention of war on the grand scale, and the extension of Soviet 
influence. The first of these objects is pursued in the light of a con- 
viction that the o:fly real danger of world war, atfilong as Germany 
is kept thoroughly disarmed, is that of a concerted attack on the 
Soviet Union in the interests of world capitalism, and that accord- 
ingly it is desirable to foster division and weakness among the 
potential members of an anti-Gommunist woidd crusade. The 
Soviet Union is perfectly sincere in desiring to prevent the United 
Nations Organisation from breaking down, because a breakdown 
would obviously increase the danger of war; but it is also set on 
preventing the development of U.N.O. into an international 
authority with effective control over the behaviour of the member 
States, because it fears that such authority might be turned 
against it by a majority of capitalistically minded States. From 
this fear comes its insistence on the power of veto, its refusal to 
contemplate such proposals as those of the United States for the 
control of atomic energy, and its hostility to any increase in the 
powers accorded to the lesser States, which it fears might be 
organised into an anti-Soviet bloc. These features of Soviet Union 
policy frequently give the appearance of crabbing U.N.O. But it 
is very far from the desire of the Soviet diplomatists that U.N.O. 
should break down. They want it to succeed, in its function of 
preventing war; but at the same time they dare not trust it to act 
by a majority, either of the whole Assembly or of the major 
States. Regarding the Soviet Union as isolated, except for its 
immediate satellites in Eastern Europe, ima hostile world, they 
feel it to be indispensable to preserve the riglit of veto intact, even 
when insistence on it threatens to stultify the entire working of 
the new international system. 

The Soviet leaders can adopt thij attitude the less reluctantly 
because they do not believe in the possibilities of constructive 
ciionomic co-operation between countries working ijniTer radically 
different economic systems. They envisage the entire relationship 
between themselves and the world of capitalism, in which they 
include Great Britain as well as the United States, as one df bar- 
gaining and not as one of co-operation in a common cause. They 
are prepared to make bargains with capitalism, wherever they can 
see an advantage to be gained by doing so; but the advantage 
must accrue to tHe Soviet Union and to its peoples and allies, and 
advantages that will accrue to the peoples of the capitalist 
countries do not count. Capitalist groups seeking jpowers of 
economic exploitation in backward areas have never been moved 
by considerations of advantage either to the peoples^of these areas 



or to the working classes of their own countries, In much the same 
way, the leaders of the Soviet Umion think in terms, not of the 
mutual advantages that will accrue to others, or to the world as a 
whole, from any' suggested form of international collaboration, 
but only of such advantages as will accrue to the Soviet power and 
to the peoples living under it. They take up this attitude because 
it is for them axiomatic that the well-being of the peoples of the 
world depends on the victory of Communism over capitalism, and 
because this constitutes a denial of the notion that there can be 
forms of international co-operation that are good in their effects, 
irrespective of their tendency to further the victory of Com- 
munism in the countries at present living under tlic capitalist 
system. 

The Soviet View of UM.O. 

This is a view of U.N.O, quite different from the view held by 
its principal British upholders, including the British Labour 
Party, For the leaders of British Labour are disposed to regard 
U.N.O., not merely as an instrument for the pi'evention of war, 
but also as a means of furthering constructive co-operation 
between nations living under widely different social and economic 
systems. They do not, like the Soviet leaders, regard the victory of 
proletarian Socialism as a necessary precondition of constructive 
international actionj they think of the U.N.O. Assembly, of the 
Economic and Social Council, and of the other organs built up 
under the auspices of the United Nations as embryonic inter- 
national Parliaments, dn which, as in their own Parliament, they 
expect to find an Opposition as well as a party in power, and to 
make decisions by voting, following upon open discussions, in 
such a way as often to accept compromise with the opposing 
groups, in order to get a wosking solution that will not provoke 
undue resistance. In effect, the British, and most of the Western, 
leaders thinTToif U.N.O. on the analogy of a national Parliament 
with more than one party in it, whereas the Soviet leaders regard 
any body possessing these characteristics as not lilte a Soviet, and 
as unfitted to advance beyond mere Isargaining to any sort of real 
co-operative action. 

It follows from what has been said that the Soviet Union’s 
general attitude in external policy will be one of pushing, as far as 
it dares, for its own solution of every problem that comes up, and 
ofyielding only when, and as far a,s, insistence on its own .solution 
endangers the very survival of the international machinery for the 
prevention of war. It is, however, of the essence of the Soviet 
Union’s position in world affaiw not to allow this machinery to be 
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destroyed; and accordingly its representatives -will, in the last 
resort, accept within very wide limits any concession that they 
regard as necessary for its preservation. They will always, how- 
ever, give way at the last moment, after exacting every concession 
which they can induce other countries to make; and this will con- 
tinually tend to give the Soviet Union the appearance of obstruct- 
ing the effective working of the U.N.O. system. 

In particular, it will always seem to the Soviet leaders fully 
legitimate to give all the bacldng they dare give to any force that 
will make trouble for capitalism or imperialism in the areas still 
subject to such influences. They will abet, as far as they dare, 
every nationalist movement of revolt against an imperialist power, 
not only because their sympathies lie with these movements, but 
also because they regard the weakening of imperialist contr ol as a 
valuable means of strengthening their own world position, and 
hope, by embarrassing the imperialist countries with colonial 
revolts, to make them less able to spare energy for an attack on the 
Soviet Union or for extending their operations in the countries 
which fall mainly within the Soviet sphere of influence. Nor will 
they think shame to blow alternately hot and cold on the 
nationalist movements or on the other forces of revolt in the 
capitalist world, according to what seems to them expedient 
from the standpoint of their own strategy. 

The consequence is a shifting policy which often shocks the 
‘liberal’ idealists of the Western countries and bewilders simple- 
minded people who do not share the underlying Oommunist 
philosophy. For the foreign policy of the Soviet Union makes 
sense only upon the assumptions on which it rests — that world 
capitalism will overthrow the Soviet power if it can, and that no 
constructive collaboration is possible between Communist and 
capitalist countries — though bargaining without war is possible^ 
and concerted negative action for the preveirtion of war is also 
possible, as long as it is conceived in terms of bargai«ing andjiot 
of common solidarity. If these premises are once gf anted, the rest 
logically follows, including both the insistence on the right of veto 
and the pushing of difference almost to the point at which break- 
down would become unavoidable— but never quite to that point. 
Whether this attitude is justifiable in the light of the world situa- 
tion and particularly in the light of the strength of the anti- 
Communist forces in the United States and in Western Europe, 
I must leave the reader to judge. It is less important to say 
whether it is justifiable flian to recognise clearly that it exists, aird 
that there is for the present no way of escaping the Consequences 
of its existence. ; 
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For, if war is to be prevented from recurring on a world scale, 
the peoples of the woi’ld must use to the full such iiieans of preven- 
tion as are open to them, and iniist not refuse to employ these 
means on the gropnd that they ought to be much better than they 
are, U.N.O. cannot work well as long as one of its main con- 
stituents regards it merely as a bai'gaining machine and denies the 
possibility of using it as an agency for coirstnictive co-operath'c 
cllect. But even U.N.O. thus hobbled is .surely very much to be 
preferred to nothing at all. 

The Soviet Unions the United States, and Ourselves 

The only danger of a third World Wtir that pre.sents itself arises 
out of the pos.sihiIity of armed conflict betwt^en the Soviet Union 
and the United States. Other nations woukl undoubtedly be 
drawn into such a war, if it were to break out; but e.ssentially it 
would be a war between these two, whatever allies each might 
find in the .struggle. It would, moreover, whatever it-s' outcozne and 
its effect,s on the two main belligerents, be plainly a sheer disaster 
for the rest of the world, ancl above all Jbr the former Great 
Powers of Europe, which have lost their eil(H'.tive standing on a 
level with these two giants. At any rate, it would be a supreme 
disaster for both France and Groat Britain, on whichever side they 
were ranged. It would be so because both France and Great 
Britain are too tired and weakened by the wars they have fought 
already to have any prospect of facing auotiicr without sheer col- 
lapse, and also because iKuthcr of them cuviUl hope to enter such 
a war as a whole-luuirtc.d supporter of luther of the main bel- 
ligerents — so that thefc would be added to the disaster of inter- 
national the high probability of civil war, or at the very least of 
fundamental divisions that would tear their societies to pieces. 

If, in such a war, Great Britain or France were on the side of the 
Soviet Union against the Ufiited SlatCKS, ntiatiy all the Roman 
Gatliolics and the great majority of the upper and upper middle 
classes would Ue in an attitude of active disloyalty to the Govern- 
ment, and in all probability the Labour Party itself would be split 
—so deep is the antagonism which some of its supporters feel to 
Communism and to the totalitarian elements in the Soviet doc- 
trine. If, on the other hand, the British Government were in arms 
against the Soviet Union, a large part of the British workiilg class 
would be definitely against it, and would be doing its best to 
hamper the war effort— how large a part depending on the cir- 
cumstances under which the war had Broken out, and on the 
effectiveness'’of the propaganda carried on foi* and against it. At 
any rate, the division would go deep enough to prevent the 
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effective mobilisation of the national resources, and quite possibly 
it would go to the length of aqfual civil war. 

The plight of France would be even worse, both because of the 
greater exhaustion which the country has suS'ercd in the two 
World Wars and because internal divisions would be even deeper 
than in Great Britain. Here, neither Catholicism nor Communism 
is a dominant political force: in France these two creeds form the 
basis for two of the three great parties which hold the allegiance of 
the largest sections of the people. War between the Soviet Union 
and the United States, with France involved in it, would split the 
Fi'cnch nation into contending factions so Ijitterly opposed that 
sheer catastrophe wovdd be inevitable. 

It can be argued that the very disastrousness of war between the 
World’s two leading States, from the standpoint of the States that 
share with these two the main responsibility for making the 
United Nations Organisation a successful messenger of peace, is a 
sufficient reason why war should not occur. It is indeed a reason 
why Great Britain and France will evidently do all they can to 
prevent war; but that is not at all the same thing. The critical 
question, as we have seen, is whether two great expansive systems, 
the one based on private capitalism and the other oi\ Com- 
munism, can go on existing side by side, when each of them is 
bound to be attempting continually to bring more and more of 
the rest of the world under its predominant influence. The chance 
that they can do this depends, as we have seen, to a great extent 
on the success of other important cotmtries in maldng plain to 
both the contestants that they mean, without challenging the 
superior power of the two giants, to resist" absorption by cither, 
and to continue to develop their own ways of living in independ- 
ence of both. This the lesser countries cannot hope to do if they 
remain isolated one from another]^ for isolation will only make 
their internal politics a faction-fight between the rival supporters 
of the American and Soviet ways of life. They^ciilr stand-out 
against absorption or internal disruption only if they can make an 
independent way of living for themselves, over a large ejiough 
area of close CQllaboration to give themselves a chance of develop- 
ing effectively their own answers to the problems of the modern 
world. Or perhaps I should say rather that they must set out to 
create for themselves not a single grouping, apart frona the two 
predominant powers, but rather several groupings, corresponding 
to different regional conditions and traditiotis of community- 
one in Western Europe, a second in India and Southern Asia, and 
a third in China and Japan— unless, indeed these fatter can be 
successfully fused into a single grijup. 



These needs will exist, whatever the couivse of political develop- 
ment may be in the United Stat^js and in the Soviet Union. But ! 
what happens in these two countrira will of course greatly affect 
the requi.slte forms of development and groui)ing in the rest of the | 
world, and the relations to them of such regional groups as may 
come into l)eing odsewhere. It is therefore necessary, in considering 
the general world outlook, to make as good an estimate as we can I 
of the tendencies that are assorting their inllucncc in them. This 
will be attempted for the United States in a later chapter: in the 
present chapter I have tried to make what sense I can of current i 
trends of opinion and policy in the Soviet Union and in the areas 
mainly under its influence. 

This has been a difficult task, becau.se througliout the war the 
peoples of the Wo.st have known all too little of what has been 
going on in the Soviet Union, with the consequence that different 
observers have put quite irreconcilable interpretations on the j 
course of events. There arc some who contend that Russia has ; | 
ceased, for all practical purposes, to be a .Socialist country and has t 
reverted to the old pan-Slavist ideas of the Gzarist epoch. Accord- I 

ing to these Gassandras, the Soviet Union has now to be regarded I 
simply as a great military power, with designs of world conquest, , 

and with iro more regard than earlier militarist empires for the j 

welfare of the common man, either at home or abroad, or for ahy , j 
idea of world collaboration in the arts of peaceful jarogress. Stalin j 
is, in this view of the situation, simply another Napoleon, or even | 
another Hitler, dreaming of world conquest, and with no higher [ 
ideal than that of military domination over all the peoples. { 

The Aims of Soviet Policy 

This view seems to me to be utter nonsense, Even if some of the 
leaders of the Soviet Union ate dreaming of world dominion, their 
dream, I feel sure, is very dilffirent from that of previous would-be ; 

lords of rnttoltind. I can .see no evidence that they have in any 
degree ceased to be Socialists, or to pursue the ideal of Socialism 
in the form in which they have held it from the first. The world 
dominion at which they are aiming is not one which would make 
the Soviet Union master of the world : it is the victory of the world 
Socialist revolution as they understand it. They want, in every \ 
country to whidi they can-makc their influence extend, to destroy j 
landlordism and capitalism and to set up a prdietaritm dictator- 
ship based on the public control of the respurecs of production and 
leading to their use for the collective benefit of the ‘workers and 
peasants,’ regarded’ as a combined class with which lies the 
hi.storic succe.ssion to capitafi^-imperialist rule, Stalin and his 
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collaborators have by no means given up the Marxian philosophy 
with which they began. They are acting ruthlessly in the spirit of 
that philosophy, and have go6d Marxian warrant for everything 
they are attempting to do. The Socialists who deny this, and pro- 
fess to regard the Soviet leaders as apostates from Socialism, are in 
effect denying that Marxism is Socialism— by which they mean 
that when they see Marxism being put into practice with real 
power behind it, they do not like it. 

What they dislike about it is, first, its stark denial of their values 
and of their traditional morality, which they have inherited from 
Christianity and to some extent from a pre-Christian ethic that 
found its finest expression in ancient Greece. The heart of this 
morality is care for the individual, and belief in the supreme 
importance of the individual soul. This belief has been tradition- 
ally associated in Christian theology with belief in an after-life; 
but it is not inseparably linked to such a belief. It is fully possible 
to hold firmly to the ethical tradition of Western civilisation while 
discarding all faith in the notion that the individual is destined to 
survive bodily death. What is not possible is to maintain both the 
traditional faith in the supreme value of the individual and the 
Marxian faith in the supreme efficacy of the class. And it is, 

I think, the case that in the Soviet philosophy the class, or when 
class has been transcended the whole people, counts for every- 
thing, and the individual for so little as to amount practically to 
nothing at all. 

This does not mean that Stalin, or those who think like him, do 
not care what happens to ‘people,’ or whether they are happy or 
not. I am sure he cares a great deal. But hc'-thinks, and feels, about 
‘people’ statistically, and in the mass, and not as units, each of 
whom is an independent repository of ‘rights.’ Just as Jeremy 
Bentham scoffed at the rights of man, and preferred as an alter- 
native principle, ‘the greatest happiness of the greatest number,’ 
so the Marxist stands for a doctrine of ‘utility’ which makes the 
individual a mere statistical unit in a calculatio*. of goods \nd 
evils. The difference is that, whereas Benthamism counted heads, 
and thought iir terms of adding up individual units, Marxs^m sets 
out from the conception of the ‘most numerous class,’ regarded as 
a plural unit, and sees tlie individual only as a fraction of the class 
—with the incidental, but highly Irryportant, result that indi- 
viduals who dp ijot belong to the right class do not get counted at 
all, nor do their pleasures and pains get reckoned into the sum. of 
goods and evils. This seems to the Western Socialist, as the heir of 
the Western ‘liberal’ tradition, a grossly inunoral doctrine; and 
so, in the last resort, it is. But we have still enough glass-houses of 


our own for it to be most unwise on our part to spend our time 
heaving bricks at the glass-houses of other nations. Our task for 
to-day and to-morrow is to make the most of every chance of 
international co-oppration, however disappointing its limitations 
may be to our own hopes, and in particular steadily to look for 
what is best in the great Russian achievement rather than for 
what is worst, because it conies out of the evil Gzarist tradition 
to which the Soviet Union has fallen heir. 
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of volm who 

tn Soviet of 

to Soviet 0/ 

Soviet Sochlisi Republics 

voters 

polled 

(he (/moo 

Nailomtiiies 

Russian S.F.S.R. . 

50,851.345 

99‘8(i 

.99-22 

99-25 

Ukraine . . . ■ 

90,()i3,G(it) 

99-84 

99-08 

99-03 

Byelo-llussia 

4,043,284 

99-83 

99-37 

99-37 

Azerbaijan .... 

i,,).so,a(io 

99-94 

99-7-2 

99-43 

Georgia . . 

1,941,151 

843,733 

99-93 

99-90 

99-82 

Armenia . . 

99-90 

99-71 

99-68 

Turkmenia ... 

6aa,a43 

99-83 

99-74 

99-51 

Uzbekistan .... 

3,106,589 

99-90 

99-79 

99-76 

Tajikistan .... 

725,536 

99-97 

99-80 

99-62 

Kazaldistan 

.3,302,139 

99-90 

99-56 

99-60 

Kirghizia . . . . 

778,951 

99'8 i 

99-54 

9.9-12 

KarclO'Finnish S.S.R. . 

a 10,011 

99-93 

09-'t3 

98-83 

Moldavia .... 

1,294,667 

99-76 

99-62 

99-46 

Lithuania .... 

i,378,9r)i’ 

91-78 

95-38 

gb-Si 

95-46 

98-93 

Latvia . . ■ . 

1,248,411 

770.899 

99- 1 6 

Bsthonia .... 

98-71 

94-59 

94-36 


98, 95a, 542 
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Note. («) the clear majority of elcctora in the It.S.F.S.R. over those in all 
other arcMj (b) the exceedingly iiigh percentuge of votes recorded r (e) tlie 
enormous majuritk.s in all areas for the oaudidatca included in the official list 
of Communist and non-party supportem. 


CHAPTER VII 


INDIAN DEVELOPMENT— A TEST CASE 

India is a country of nearly four hundred million people, 
of whom about three-quarters live in the British Indian Provinces 
and the remaining quarter in numerous native States, ranging 
from considerable countries, such as Hyderabad and Mysore, to 
tiny stretches of land with a mere handful of inhabitants. The 
country is inhabited by numerous peoples, differing widely in 
culture and in religion, and also in standards of living. The out- 
standing division between Hindus and Mahometans — which has 
given rise to the demand for partition and for the establishment 
of a separate State of Pakistan — ^is only the most important of a 
number of cleavages which make Indian unity difficult. At the 
outset, I do not propose to discuss these questions, or the grekt 
question of Indian self-government either in association with or 
apart from the British Commonwealth. For the moment I am 
concerned only with tli^economic aspects of the problem of India; 
and in this connection there is little doubt that the whole country 
needs considering as one. It is so considered in all the plans of 
Indian economic development that I have studied, notably in the 
so-called ‘Industrialists’ Plan’ put Ibrwai'd by Messrs. Birla and 
Tata and a number of other leading Indian capitalists, in the 
‘People’s Plan’ of Mr. M. N. Roy’s Indian Federation of Ijabour 
and Radical Democratic Party, and in the pi-eliminary proposals 
proposed under the auspices of the Government of India. 
iThe peoples of India are terribly poor. The vas* majority of 
them live by working on the land, or in close connection withland 
work; and the vast majority of Indian agricultural holdings are 
very small. Holdings of two acres, or less, are very commpn; and 
most of these tiny hofcllngs, are cultivated with the aid of very 
primitive implements. Most Indian cultivators are tenants, paying 
rent to a landlord under one or other Of the three main systems of 
land temire. The cottunonest system is that of ‘Zemindari’ tenure, 
under which the cultivator pays rent to a Zemindar, who is in turn 
responsible for the land revenue payable to the Government. The 
second system — •‘Mahalwari’ tenure— is based on c(Jllective hold- 
ing, of the land by bodies of co-owners, who are jointly and 
severally responsible for payraeftt of land revenaie. Under the 
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third, or ‘Ryotwari’’ system, land is supposed to be held directly 
under the Government by the individual cultivators; but in prac- 
tice much of the land so held is let to''teuants, so that the difference 
is often not so greij,t in practice as it appears. I'he Floud Gom- 
mission, which, shortly before the war, reported on the land 
systems of Bengal, recommended the abolition of zemindari and 
other indirect tenures and the establishment of direct relations 
everywhere between the cultivators and the State — in effect, 
nationalisation of the land, ' 

• 

The Land Qiiestion in India 

The Indian peasant has in most cases to find not only his rent 
and quota of land i-evenue, but also interest, usually at a high 
rate, to a moneylender. These peasant debts have been piling up 
over a long period, and are a formidable burden, especially in 
periods of low agricultural prices. .Tvlorcover, the pca.sant culti- 
vator, being in debt and having no reserves, has usually to 
market his produce under very unfavourable conditions. He has 
to sell in the local market, at the time of year— just after harvest — 
when prices are usually lowest, even where lie has not previously 
mortgaged his crop. Often he is in effect forced to sell to his 
creditor, at a price which the creditor is in a position to dictate. 
If his crop fails, he kills further into debt. In addition, many quite 
small lioldings arc burdened with charges payable to absentee 
members of tlic family. Finally, there arc too many workers on 
the land, and, with population increasing at the rate of about 
five millions a year, thC pressure of rural population was getting 
steadily more intense right up to the war; for the growth of 
urban industries ivas not nearly rapid enougli to absorb the 
rural surplus. 

The average income per liefld in India was estimated shortly 
befoire the outbreak of war at well under per annum, as com- 
paxecl with oveF,^ioo in the United States, about in Great 
Britain, and over -£16 in Japan, *rhcse are general averages, 
covering rich and poor, town-dwellers and country-dwellers, 
alike. The peasant average in India is obviously much lower: the 
Industrialists’ Report puts it at ,^^3 i6j, 6f/, for all classes in the 
rural areas, as against ,^12 gj'. in the towns. Tire agricultural 
labourers, who have no land of their own, in many cases work (or 
at any rate did so up to 1939) for wages of 2d. or 3d, a day, and, 
even so, have often been without work rof several months in the 
year. No won'der the expectation of life at birth in British India 
was under 27 in 1931, or that the rate of infant mortality was 
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nearly 170 per thousand, or three times as high as in Great 
Britain. Yet, as we have seei5§ population has been rising fast, for 
the birth-rate is about 34 per thousand inhabitants, or more than 
twice the 'British rate. * 

In India to-day, about 70 per cent, of the total working popula- 
tion is engaged in work on the land. This is a lower percentage 
than is found in some European countries; for India had, even 
before the war, at least 15 per cent, of the working population 
engaged in industry, and at least 13 per cent, in service occupa- 
tions.^ India was by no means without large-scsile industries, of 
which there has been a further development during the war; but, 
as in other undeveloped countries, industries have been created 
with a view at least as much to exports as to the home market, 
and the extreme poverty of the mass of the Indian population sets 
limits, despite the size of the country, to the ci’eation of industries 
designed to serve the main body of home consumers. It is evident 
that the key to the Indian economic problem lies even more in 
improving agricultural standards and productive power than in 
the creation of large-scale industries apart from such improve- 
ments. Only a rise in standards of peasant consumption can pro- 
vide a secure basis for intensive industrial development. 



r: 



Comparison with the Soviet Union | 

At this point it is natural to think of the Soviet Union, where | 
the attentions of the planners were directed in the earlier stages of ^ | 
economic planning much more to the creation of large-scale basic 1 

industries than to the improvement of agricultural productivity or E 

to the expansion of supplies of manufactured goods for general I 

consumption. It is natural that the minds of Indian planners | 

should turn to the achievements (*f the Soviet Union, and that it ^ | 

shoidd be asked whether India’s way out of poverty may not be to I 

follow the Soviet road. Indeed, the requirement^ cu war have to j 

some extent led to an emphasis since 1939 development of P 

the hea'vy industries in India; and this fact might make it easier to 
continue along the same lines. There are, however, very great! 
differences between the problems which had to be faced in the { , 
Soviet, Union and those which confront India to^-day. The ! 
greatest of these differences is the much greater pressure of popu- 
lation foppin the land. The Soviet Union had an abundance of ! 
undevelopM land whiph could be brought under the plough, and E 
the State farms were mainly created upon this land. Despite this 
,fact, the urban populations of the Soviet Union experienced over 

1 Compare the figures given for various European counties on, pp. 680-1. 
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a long period an acute shortage of food, which was overcome only 
after the collectivisation of agricultore had come through its early 
difficulties. The pressure of population on the land in India 
makes industrial development even more desirable than it was in 
the Soviet Union; but it also makes much harder the task of 
diverting any substantial part of the ('.ountry’s resources to the 
function of capital accumulation. The Soviet Union, acting under 
the strong douljlc impulse of saving the Revolution at liome and 
protecting it from hostile forces abroad, did undertake the very 
great immediate sacrifices involved in diverting a large fi-action 
of the scanty national income to building Tip a huge modern 
industrial equipment, and it may be said that India, given 
powerful enough reasons, could do the same. But the task would 
be even harder for a country less able to develop agricultural pro- 
duction on unused land and living at an even lower standard of 
life than the peoples of Ozarist Russia. 

Of course, this comparison assume, s — ^what may not be the case 
■—that India, like the Soviet Union, would have to plan on the 
basis of developing its own internal resources, practically without 
assistance from abroad. The Russians were living after their 
Revolution practically under a world boycott, and were quite 
unable to raise foreign loans, even if they had wished so to do, 
.'The one great asset for olitaining imports from abroad that the 
Soviet Union had, apart from exports of ordinary commodities, 
such as timber, was the jjossession of large gold resources, which 
could be piincd at a high profit because of the sharp rise in the 
value of gold in terms' of other goods. India also has large gold' 
resources, mainly of a dilfcreut sort — in the hoards of the Indian 
rulers and rich men, which are believed still to amount to as much 
as ;^|’75o millions, even after considerable amounts of gold have 
been sent out of India in recent years, The Indusltialists’ Han 
estimates tl«it about -X'aas millions could be obtained from this 
source to finance capital "imports needed for economic develop- 
menl:; and it is easy to imagine conditions that would make avail- 
able a, still larger sum. But India to-day po.ssesses a second 
valuable asset which can be used for purchases abroad/Since iqgg 
India has been one of tire great sources of supply for the war etfort 
of tire United Nations, and has been unable to import goods 
nearly equal in value to what have been sent out. This has 
resulted not onl)r in the repayment of most of lire capital debt 
owing to British investors, but also in the»«piling up in London of 
very large sterling balances representing debts due from Great 
Britain. The exact amount is not known, but has been estimated 
at about millions. Thirsum, If it could be drawn upon 
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freely, would evidently go a considerable way towards paying for 
the imported capital goods needed for the application of an 
economic development policy. ■ 

The Problem of India's Sterling Balances “ 

But can these balances be drawn upon freely? They represent a 
claim by India to receive from Great Britain the means of pur- 
chasing, say, £1,700 millions’ worth of goods in the world market. 
If India could make free use of this power, some of these goods 
would be ordered from Great Britain and some from other 
countries — especially from the United States. It is, however, all 
too plaiii that Great Britain will not be in a position to supply 
dollars in exchange for the sterling held on Indian account. There 
will be enough difficulty in finding the dollars needed for essential 
British purchases in the Urdted States to make it quite impractic- 
able for the British monetary authorities to pay out large sums in 
dollars on Indian account — at all events, unless the payments are 
spread over many years. The alternative is for the Indians to use 
their sterling credits to buy British goods. But even this is none too 
simple. British exports contain, on the average, about 25 to 30 
per cent, of their value in the form of imported materials: so that, 
in order to meet the Indian claim, even in this form, Great Britain 
would have to find the equivalent of some hundreds of millions of 
pounds in foreign currencies, without receiving in return any 
imports for home consumption. There will, however, be consider- 
£«^e difficulty in balancing Great Britain’s international accounts 
fb| some time after the war, even to the extent of paying for 

S 'ts essential for home consumption. Thmi, even if the Indians 
i to take out the whole of their London credits in purchases 
iish goods, the supply of these goods would have to be spread 
i long period. The existence of these huge sterling balances 
5ed India’s greatest asset in political negotiation with Great 
n; for there is no way in which they can be^peedily 
ated, and any attempt to draw upon them freely would 
cause a severe crisis in the British economy, or have to be 
met by a flat refusal to pay— that is, by a formal ‘blocking’ fpr an 
indefinite period which would have the effect of deferring pay- 
ment to an uncertain time in*the future. Great Britain would be 
very unwilling to resort to so extreme a measure in face of the 
manifest justice of ithe Indian demand to be paid back as much as 
the British economy can afford to pay, and accordingly India 
holds strong cards iii negotiating for a reasonable arrangement. 
Whatever is arranged, it is clearly out of the questfon for the 
Indians to draw on more than a fraction of their sterling balances 
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for financing the early stages of any plan , of national economic 
development that may be taken in hand.i 
Nevertheless, India’s sterling credits are a valuable asset to be 
drawn upon gradually during the process of industrial develop- 
ment, in such a way as to make it easier to import foreign 
machinery over a period without having to send out in exchange 
an equivalent quantity of exports, which would necessarily have 
to be provided to the detriment of the home standard of living. 
'Moreovei', the existence of these, credits may make it possible for 
India to borrow capital, say, Irorn America, that would not be 
forthcoming in the absence of such assets* Another favourable 
factor is the actual industrial development whieh has taken place 
in India during the war. This capital investment, having been 
dii'ected to meeting war luxxls, diverges largidy from what would 
have been regarded as most desirable if the purpose had been that 
of improving domestic stimchirds of living; but most of it can be . 
converted to peace time uses, and it will thus leave more scope for 
future investment in consumers’ industries and in the improve- 
ment of communications and of conditions of agricultural 
production. 

Essential Conditions of Planning for Indian Development 
Any plan of economic development for India will have the pur- 
pose of increasing the total nationtil income by increasing the total 
production of real goods and serviois. Two questions immediately 
ari.se. How fa.st can the total national income be increased? And 
. what forms can the increase best ttike, or in other words, what pro- 
portions of th(! available ^^st)urc(^s arc to be directed to expanding 
the difierent forms of production? The answer to the first c[uestion 
obviously depends in part on the extent to wdiich foreign help is 
forthcoming on acceptable terms. The answer to this question will 
also affect the answer to be given to the second c|uestion. The 
slower total rate of development, the less will it be possible to 
s|)are from knmediate consumption and to direct towards invest- 
ment which will increase the supply of consumers’ goods and 
services later on, at the expense of restricting what can l)c made 
immediately available, 

The Industrialists’ Pldti 

The total national income of British India, excluding the native 
States, was estimated for 1931-8 at about ^ 1,385 millions, The 
t Negotiations on the ‘sterling balances' rfuestion between Great Britain 
and India were begun early in 1947, but 'Without result. It was part of the 
ternia caj,. which the Atncrican Loan ivas granted to Great Britain that tlic 
British shdtild attempt within a yc,^r to negotiate such a settlement, 
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inclusion of the nativeStates would raise the total to abotit^^i^dso 
millioiis, or, as we have seen, well under head of population. 
The Industrialists’ Plan is based bn an attempt to raise this total 
to 5C4 s 950 ittillions over a period of fifteen years — a threefold rise. 
Even such an increase, however, would only double the national 
income per head. The population of India is rising at the rate of 
about five million persons a year; and there is no good reason for 
expecting this rate of iircreasc to fall off. rThc immediate effect of 'i 
any rise in standards of living would probably be to raise it, by 
reducing infant mortality and also by reducing death rates gener- 
ally. There may be a serious problem here; for if population were 
to increase very fast as an outcome of higher production, the entire 
increase in production might be eaten up in maintaining the 
larger population, leaving no surplus available for investment in 
order to advance productivity yet further. Probably, in the long 
run, higher standards of living would be followed by lower birth 
rates and there would be' less room for death rates to fall further 
after the initial drops. But the difficulty is that of getting over the 
first hurdles — ^by increasing production faster than population to a ' 
sufficient extent to render possible a considerable programme of 
I’eal investment in capital goods. This is an exceedingly ticklish 
problem, on which calculations of the practicable rate of real 
investment might easily come to -wreck. 

If we assume that the annual increase of population remains 
steady at five millions — ^which of course implies a falling rafe of 
increase— ^total population will by i960 reach about 489 millions, 
and a threefold increase in total income .would yield a rise per 
head from ^ 4 . lys. 6 d. in 1931-2 to about .^IK 2r. 6rf. This allows 
some margin if, as in the Industrialis'ts’ Plan, the objectree is set at 
doubling income per head. Plowevei’, the figure given for 1931-2 
may well be too low to represent current realities; for it was cal- 
culated at a period of very low agricultural, price.s. The real 
income per head may therefore not be doubled, even if pKjduction 
is increased in the sclaeduled isroportions. Let us, howiever, for tlib 
presefit ignore these complications, and follow further the esti- 
mates given in the Industrialists’ Plan. For the moment, the 
reader may confine his attention to the first column of figures in 
the Table on p; 820.' ' * v* 

This Plan, as we saw, involves a threefold increase in the total 
naticj^al income over a period of fifteen years. As against this, the 
national inconafe of the Soviet Union, according to official esti- 
mates, had before the outbreak of war been increased fivefold in a 
period of cmly twelve years from the beginning of theTirst Five- 
year Plan. The Industrialists, in view of this comparison, apologise 
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for the modesty of their objective, justifying it on the double 
ground that India’s “natural resources are not so extensive and: 
varied as those of the U.S.S.R,,” and that they “are anxious to 
avoid the heavy cost in terms of human suffering which the 
U.S.S.R. had to pay to achieve thi.s spectacular result.” Yet, as 
we shall see, even this “modest” objective implies the setting aside 
for investment of a far higher proportion of current production 
than it is easy to suppose could in fact be spared from con - 
sumption. 

Over the fifteen years covered by the Plan, the Indian Indus- 
trialists envisage a total investment amounting to ^{^7, 500 millions, 
This sum i,s to be spread unevenly, at a rising rate, over three 
stagc.s, each covering live years. For the hrst live yeans the Plan 
envisages an expenditure of millions, rising to ;^2,I75 rail- 

Hons for the second live ycai's, anii to ,(,4,275 millions for the third, 
Thus, the Plan is meant, after the earlier stages, to be largely ‘self- 
financing,’ in the sense that the revenue for it will come from 
appropriating for it a high proportion of the new productive 
p6wcr which it will have brought into existence. It is not 
explained from what specific sources the required capital is to he 
drawn for each separate period; but there is a general estimate 
showing where the draftsmen of the Plan think that the revenue 
for it can be obtained. Of the total o^£y,500 millions, they reckon 
on drawing :;(ji,350 millions from foreign sources, in the form of 
goods for which no Indian good.s will need j;o be exported in 
return. I'his part of the total is made up of the followng items: 
sterling balances, ,(;!750 millions; foreign boi'rowing, ,(^525 mil- 
lions; andfexport of hoarded goldj i|,'225 millions. Thus foreign 
borrowing of capital accounts for quite a small proportion of the 
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planned total — only 7 per cent, j but even so, it adds up to a 
formidable figure, with the United States as the only likely source 
in the near future for the major part. Moreover, it assumes the 
practicability of drawing heavily on India’s stCi^ling balances, 
despite the very precarious position of the British balance of 
international payments. 

In addition, the Industrialists reckon on an export balance of 
;^450 millions from the proceeds of foreign trade — the surplus of 
Indian exports over Indian imports other than those needed for 
the execution of the Plan. This estimate of ^^30 millions as the 
annual surplus on foreign trade is largely based on the assumption 
that the smns released by the repayment during the war of India’s 
external debts will become available for financing imports needed 
for the Plan. This clearly involves a rigid control over the con> 
sumption of imported goods in India; for otherwise the increase 
in the national income would be bound to carry with it a large 
increase in the demand of private consumers for imported 
supplies. 

The sources so far enumerated account for little more than a 
quarter of the required total. The rest is to be provided from 
internal sources, over and above the proceeds of export trade. Of 
this residue of ^^5,550 millions, ,(^3,000 millions arc put down to 
domestic savings out of income, and :^2,550 millions to what is 
called ‘created money,’ In other words, it is proposed that the 
Government should either raise by taxation or borrowing from 
the public or ensure that private capitalists raise from the same 
source the sum of £3,000 millions, spread ^^unevenly over the 
fifteen years, and that the remainder of the money needed should 
be created by the banking system to offset the additional pro- 
ductive power which is to be generated under the Plan, 

• 

^Created Money and Savings 

It is, of course, entirely possible to create money through the 
banks, or for the State to create it directly in this way. We in 
Great Britain have been doing just that ever since igsg-^-the 
Government borrowing frgm the banks by issuing Treasury Bills 
or Treasury Deposit Receipts against bank loans which have been 
created by the banks and used by the Government for meeting 
current war ex|)en%cs. There is no reason why India should not 
finance economic expansiejn by the same method; but it should be 
realised that sums created in this way, anfi used to finasce capital 
investment, are just as much 'savings’ as suras which private 
persons save out of their incomes or pay to the State m taxes, and 
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involve just as much a withdrawal of goods from the market. The 
two items are not I’eally separate items: they are merely different 
ways of transferring purchasing power into the hands of the State. 
If the State taxes incomes or puts indirect taxes on commodities 
or business transactions, or if it borrows from private owners of 
income, in either case it directly takes away jnpney which would 
otherwise have been available for private recipients of incomes to 
spend as they might please. If the State gets the money it needs by 
allowing tlie banks to create it, the result is equally to transfer 
purchasing power over goods and services from private persons to 
the State, but to do this, not by reducing money incomes, but by 
increasing prices; for othei-wise, if prices are not allowed to rise by ^ 
enough to loalancc demand, owners of incomes will be left with 3 
unspendable money in excess of what is needed for buying all tire 
available goods and services. This form ol' financing has worked in : 
wartime, because the State has been in a position both to control 
the prices of the necessaries of life and to ration total supplies of 
goods to consumers. 

The authors of the Industrialists’ Flan recognise this. They hold 
that, when the Plan has had time to produce its effect, prices will 
be lower than at the beginning despite the increased issues of 
money. They believe this, because of the much higher efficiency 
of production which they expect to develop a.s a result of the Plan, 
They admit, however, that "during the. greater part of the plan« ' 
ning period, financing of economic dcvelojiment by means of 
‘created money’ ... is likely to lead to a gap ):)elwccn the volume 
ofpurchasiug powe,^' in the hands of the people and the volume of 
goods available." Their proposrd for dealing with this problem is 
the imposition of a rigoroms control by the Government over 
"practically every aspect of economic lilc." In other wmrds, they 
envisage the period of active industrialisation, at any rate during 
its carligr phases, as requiring a form of economic coirtrol closely 
similar to tl;^at which is imposed in time, of tyar; and they main- 
tain that, given this strong control, money can be ‘created’ on 
the required scale without dangerous inflationary results. 

Tiiis is proliably true. Indeed, the example of planning in the 
Soviet Union andithat of wartime planning in Great Britain alike' 
show that it is true. It demands, however, a very strong and well- 
organised Government, in full command of all the key economic 
positions. It could hardly be reconciled, durirfg the initial stages, 
with the political division of India iirito two or more separate 
States, ancl certainly npt witli the retention of economic powers 
by the States, or provinces, within a single Indian Federation;' 
indeed, it cpuld hardly be accomplished under any system tliat 


allowed considerable devolution of vital economic authority from 
the centre to the provinces. 

We have seen that the Industriafists’ Plan is based on a schedule 
of expenditure which, beginning at a I'elatively loyj figure for the 
first period of five years, rises sharply for the second, and again for 
the third, five-year period. It is ,^1,050 millions for the first five 
years, at the average rate of rather more than £soo millions a 
year. Then it rises to an annual average rate of nearly ^450 mil- 
^ lions for the second, and of more than ,^850 millions for the third, 

I period of five years. Even jCsoo millions is about one-seventh of 
I Iirdia’s pre-war national income, and £8^0 millions would be 
between a fifth afid a sixth of the national income as the authors 

I of the plan expect it to be at the end of the fifteen years. They say 
that in view of the very low standards of living in India they do 
not expect that on the average more than six per cent, of the 
. national income '‘would become available for investment during 
the period of the plan.” It is on this basis that they estimate a total 
sum of ,^3,000 millions over the fifteen years as becoming avail- 
able from ‘savings.’ But, as we saw, ‘created money,’ to which they 
I look for the ,^2,550 millions not provided for from other sources, 

f is in reality ‘savings’ just as much as what is voluntarily saved out 

of personal income. It cannot be saved compulsorily by the State 
without producing an effect on the volume of voluntai’y savings. 
The jDoverty of the Indian people, moreover, stands fully as much 
in the way of a high rate of saving enforced by means of ‘created 
money’ as it does of high savings out of incomes in the hands of 
I the public. Thus, the “modest” Plan of the Indian Industrialists 
I turns out on examination to be not so modtst after all, but to 
i involve a very poor country both in setting aside for investment at 
; the outset a remarkably high proportion of its scanty national 
! income, and thereafter in refraining from increasing its consump- 
‘ tion as production is raised to higher levels, in. order to devote to 
investment a still larger proportion of its total income. ^ 

|i Tlw Pedetation of Labour Plan ^ 

When we tilrn to the Plan prepared for the Indian Federation 
of Labour, tve find a stilf morc ambitious project. Instead of the 
ri^^7,5oomillions or more which the Industrialists propose to spend 
on development o'spr a period of fifteen years, the experts of the 
l!F.L. put forward a proposal to spend 1,250 millions in ten 
years— -at an ; annual rate* winch is more than double the rate 
involved in the Industrialists’ Plan. TBe I.F.L. scales up the 
figures under every head, but most of £^1 ori the agricultural side; 
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for in this respect it regards the rival Plan tis falling most behind 
what is requii'ed. The business men who pi"epared the Indus- 
trialists’ Plan naturally tended "to put the principal emphasis on 
industry, though even they recognised that India would remain, 
despite the Plan, a mainly agricultural country. The LF.L., 
having in mind the great peasant masses, is .set above all on raising 
standards of agricultural productivity, thougli it recognises that 
this cannot be achieved without the, aid of large expenditure on 
industry and on the social and educational services. Accoi’dingly, 
the I.F.L. has not scaled down the InduHtriali.st.s’ estimates for 
industry and transport, or for the social .services. On the contrary, 
it has increased them. But it has added most of all to the estimates 
for agricultural reorganisation. 

The £ 1 1 ,250 millions which the I.F.L. proposes should be spent 
over a ten-year period look staggering in relation to the existing 
level of national income in India. This total must be based on 
budgeting for a rate of development of the same order as the 
Soviet Union has achieved during the past two decades. Such a 
rate, if it is practicable at all, involves complete public control of 
all the resources of the country-— public ownei'ship of all important 
industries and services, full public control over the distribution of 
income and the supply and rationing of commodities, including 
both capital and consumers’ goods, and a very strong central 
Government, armed with the iullest pdWens and working on the 
basis ol'a complete and detailed economic plan. 

'I'hc l.F.i.. holds, like the Indusli'ialists, by the idea that the 
dcvclopnu'nt Plan can be *self-flntincing,’ in the sense that the 
resources needed _fc 5 f it can in the nuun Tje obtained from the 
increased production it will bring about. It is proposed to achieve 
this, on the agricultural side, by land nationalisation on terms 
which would drastically reduce tlw tribute payable to landlords 
and by sharing between the State and the peasants the suras thus 
sctfrcc.'Ou the industrial sidCj it is proposed to restrict profits to a 
maximum of 3 per cent, on invested capital, and thus to divert to 
the Slate a .su]>stantial sum for public investment, while allowing 
the consumers a share in the benefit in the form of reduced prices. 
In effect, most of t|.e revenue at present accruing to landlords and 
capitalists would Be confiscated under the Plan, and the present 
owners would be left with only a fraction of their present meomes, 
under conditions which would prevent any posisibility of increase. ' 
It is not at all clear whether the LFX. experts mean to do away 
altogether j^with the profit incentive^ of suppose that it can con- 
tinue to operate in a taSdified form within the very rigid control 
that they propose to s^t up. But it is evident that they place little 
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reliance in it, and jrepose their faith mainly in new capital 
development under the auspiceg of the State. 

'J’he outstanding feature of the I.f'.L. Plan is the exceedmgly 
high proportion of the rising national income which it is pi'oposed 
to set aside for investment. On the agricultural side, it is proposed 
to apply for this purpose 35 per cent, of the total income over the 
whole period of the Plan, and very much more than this propor- 
tion in some of the middle years. On the industrial side, nearly 
half the total income over the ten years is to be appropriated for 
investment. It is fantastic to imagine that in practice nearly as high 
a proportion as this could be spared from meeting the consumers’ 
immediate needs, especially in face of rapidly rising popidation. 
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T/ie Plans and Their Prospects 

Yet, in a sense, it is easier to imagine the realisation of something 
like the I.F.L. Plan than of its rival. For the Industrialists, though 
they contemplate a large amount of public control and a con- 
siderable amount of actual public operation of industries, put 
forward their Plan on the assumption that it is to be carried out in 
a country still subject in the main to private ownership of capital 
*and to private business enterprise. They do not face the question 
•of the political conditions under which their Plan is to be set on 
foot or of the kind of Government that is to preside over its execu- 
tion; but they leave it to be understood that the Government they 
envisage will at any rate not be Socialist or Communist. Yet how 
can a Government which is still under the necessity of cultivating 
the confidence of capitalist interests and of invoking the motive of 
private profit — or a Government which possesses only narrowly 
limited economic functions and powers— possibly carry through a* 
Plan which requires the most rigid control over consumption and 
over the distriijution of the national, income, in order to ensure 
that investment is kept at a very high level and that,^itjhe same^ 
time the ne'eds' ofthe poorer consumers are. adequa;tel-^iet? » 

I have stated strongly the difficulties which stand in the way of 
the execution of either of the Plans so far considered, because it is 
essentiah to understand that there is no magic way in which a 
•country can provide itself with the capital needed for economic 
‘ development, except to the extent to which it can borrow from 
'richer countries, without diverting to the making of capital goods 
resources which cduld otherwise be used for raising the standard 
of life, it is, no doubt, jjerfectly true that in the long run this 
diversion will seiye to make the standard of living higher than it 
could have befen otherwise; but there are limits to the privatiolis 
'Which people will endure voluntarily in dre present in order to 



raise standards for the future. It is, of cour.se, true that, where 
there exists a surplus of unempl»yed labour or an excess of labour 
on the laud that can be taken away without reducing agricultural 
production, thefbringing of these i'e.sourccs of man-power into use 
can increase total productivity. But unemployed rc.source.s of 
labour can be. brought into asc only if tliort^ are machines and 
materials for them to work upon; and the provision of these 
machines and materials is in practice the crux of the problem. 

Priorities in Planning for India 

This being the case, it i.s obviously ca,sicst Ibr a poor and back- 
ward country such a.s India to develop those branche.s of produc- 
tion iu’ which much labour can be employed with the aid of 
relatively few capital goods, and to undertake those capital works 
which use most labour and home-produced materials and make 
least demands on imported machines or materials. By this test, the 
I.F.L, seems to be right in laying th.c greatest stress on measures of 
agricultural improvement,* ibr many of the most es.senti£il works 
connected with the advancement of agricultural productivity, e.g. 
land drainage, irrigation, and the making and improving of local 
communications, require jnuch labour and do not involve large 
calls upon imported materials or equipment. Similarly, building 
of houses, schools, hospitals, and other essential structufes can be 
done mainly out of home resources, and williout any great call oh 
typc.s of skill which involve dilHcult training. This is not to .say that 
most of these tilings can be done as well or as cheaply by the 
methods which can,most easily be applied us they could be done 
if more and better implements and a liighcr jiroporiion of skilled 
labour and well qualified technical aliility were available. Indeed 
much of the work of development is bound, in the early stages, to 
be carried out by somcwlmt primitive and relatively inemdeat 
mctho48..,Thjs, however, is nothing again.st undertaking it, if only 
the labour te be engaged upon it is mow productively used than it 
could be if it were left to continue in the established ruts. 

The prime needs for India, in the early stages of its transition 
from economic backwardne.ss to a rea.sonaI)Ic level of productivity, 
are to I’aise the efficiency of agriculture, which is bound to remain 
the greate.st indUrStry and the main source of supply for the food 
needs of the Indian peoples, and to improve communications, so 
as to make it easier to establish a truly nationalhnarfcet and to pre- 
vent local famines by moving supplies^rom one area to another. 
The first of these needs includes the extension of the acreage under 
^cultivation, by bringing more land under the plough, as well as 
. the improvmient of the qualify of land already cuUivatedy and the 
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promotion of better methods of cultivation by means of agri- 
cultural education and training, better selection of seeds, more 
application of fertilisers, and, ?tot. least, improvement of the 
quality of livestock— a highly .complex problem jn Hindu com- 
munities. It is a disputed question how much of the area at present 
uncultivated can be brought into efTective rise; but there is no 
doubt at all that tbe scope for improving the quality of land 
already in use is enormous, or that success depends largely on 
extended irrigation. This, as the Industriali.sts point out, will 
involve the construction of expensive dams for impounding 
water, and could be. carried out most economically in connection 
with big schemes of hydro-electrical development. 

State FarmSi Co-operation, and Colledmsaiian 

The Industrialists also propose the establishment of a large 
number of model farm.s, so scattered about the countx-y as to bring 
as many cultivators as possilxlc into direct touch with improvecl 
fanixing techniques. These model farms would serve as centres not 
only for demonstration of better methods but also for the distribu- 
tion of seeds and fertilisers, and for the supply of bullocks for 
breeding, agricultural implements, and technical advice. In this 
connection, great stress is put on the importance of extending 
Co-operative enterprise for a variety of purposes, including sale of 
produce, joint purchasing of requisites, and the supply of agri- 
cultural credits. In a few areas, notably the Punjab, agricultural 
Go-operation has already made notable progress; but the field 
open for its expan, sion is enormous. 

The question which here .arises is whether Co-operation in 
India can be left to grow merely as a voluntary rmxvemcnt, or 
should Become the basis of a radically changed .sy.stein, as it has 
been in the Soviet Union. There, agricultural Co-operation had 
already stx'uck powerful roots bcfoiti the Soviet Govmmment 
began to apply its measures of wholesale collectivisatioWKBut, m 
Soviet Russia as elsewhere. Go-operation of a vokintary typo 
tcixded to pass by the poorest peasants, and to rrutke more head* 
way among those who were better olf and relatively advancfjd in 
their methods than atnong the most backward and ignorant of 
modern techniques. lu the Soviet Union, it was decided that the 
pace of voluntary Co-operation was much too slow to ineet the 
imperative need foj higher standards of production, !|nd also that 
nothing .short of a wholesale change would bring* the country dis- 
tricts into line with the clxiuiged temper and tempo of the towms. 
Accordingly, the Soviet leaders decided to embark oh the vast 
and hazardous experiment of ‘collectivising’ by far the greater 
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part of Soviet agriculture. What this meant in effect was that one 
Soviet village after another was turned into a rural Co-operative 
Society, cultivating in commorf the greater part of the village 
land. This had the very great advantage of sweeping away at a 
blow the traditional division of holdings into tiny strips and 
patches, and of making it possible to apply farm machinery, .such 
as the tractor, and to mobilise effectively the limited number.'! of 
skilled agricultural technicians in the service of the new collective 
farms. The T'ractor Stations, which were set up to serve con- 
venient groups of collective farms, played an indispensable part 
in making the new system work effectively. 

In India, too, this method would clearly have enormous advan- 
tages, if it could be caiTied into effect. The inconvenient and 
uneconomic division of tiny holdings into a large number of 
separate strips and patches is very prevalent in many parts of 
India, and the great majority of the holdings are too small for 
improved methods to be practicable on them. It is, however, clear 
that only a very strong and determined Government could 
possibly have carried through the process of collectivisation of 
agriculture in the Soviet Union. Even with such a Government, 
the transition was diflicult and perilous, and there was a time 
when failure seemed sei'iously to threaten. Livestock were killed 
off on a very large scale by the pea,sants who liad owned them; 
and there was some tendency for the mo.st advanced farmers to be 
weeded out as ‘kulaks,’ leaving the more b.'u'lavuvd to assume the 
charge of the great constructive tasks which the new structure 
required. The; ‘kulak,’ or rich peasant, was, not imnalurally, often 
foremost in opposirfg measures which threatened him with the 
loss of his superior position; and his hostility often led Mm into 
active opposition to the Soviet rdgime, or at all events made him 
suspect. I'here was a period, during the transition to the collec|ive 
system, when food supplies fell dangerously short; and it was OMy 
by prod^ous efforts that the Soviet leaders were able to saye'the 
situation. Intlue course, the change led to highesr production and; 
with some i-elaxatioit of the stringency of the original scheme, to a 
rebuilding of the depleted live.stock population^ Peasants on the 
collective farms were given more, freedom to breed tlwir own live- 
stock and to undertake supplementary production on small hold- 
ings of their own; and in the end the experiment of wholesale 
collectivisation could be regarded as an outstapding economic as 
well as political success. The time of transition was, however, a 
great test of the Soviet Government’s capacity and determination; 
and the sfifferings temporarily endured by th(5 Soviet peoples 
-were'Severe, ■ 
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Gan, and should, India attempt to emulate this colossal 
achievement of the Soviet Unioa, in the hope that thereby the 
whole process of agricultural development could be immensely 
speeded up, in comparison with what could be hbped for from a 
spread of Go-operation on a voluntary basis? It has to be borne in 
mind that the denser population of India inevitably makes the 
change more difficult, and also that there is no easy opening in 
India for the development of such huge State farms for grain pro- 
duction on previously uncultivated land as helped at the most 
critical phase to prevent sheer famine in the Soviet Union. It 
would, I think, be impossible to copy in India the shock tactics by 
which mass-collectivisation of agriculture was achieved in a very 
short time over a large part of the land surface of the Soviet 
Union. India simply cannot face the possibility of temporary 
famine as a consequence of the dislocation attendant upon a 
sudden and sweeping change that would be bound to provoke 
strong resistance in many parts of the countiy. This does not mean, 
that collectivisation is the wrong policy. On the contrary, it is 
almost certainly the right one; but the pace will have to be slower 
than it was in the Soviet Union, and the methods of enforcement 
will have to be much less ruthless if the plan is not to be wrecked. 
Even at this slower pace, and with these milder methods, it would 
need a very strong and united Government in India to embark on 
large-scale collectivisation,*' In practice, it would probably be 
necessary to make the attempt province by province, rather than 
simultaneously over the whole country, and to choose for the first 
attention those areas in which the local popufations are least held 
apart by communal differences or have been most completely in 
the grip’ of landlords and money-lenders. 

It is not without significance that no attempt has been made to 
force agricultural collectivisation on Poland or in the Datrubian 
or Balkan countries which have come largely under the^fluence 
of the Soviet Union. Their population structure m«efrect makes 
such a policy impracticable, even apart from the oi^position which 
it would provoke, at any rate until there are much greater 
possibilities of rapid industrial development, offering more new 
openings for employment, than exist to-day. In India, the case 
against any attempt to force the pace of collectivisation is even 
stronger, though there is every reason for encouraging its volum 
tary developme:^t Vherever favourable conditions exist. 

If this view is correct, it follows that the development : of more 
productive agricultural methods is bound to be a great deal slower 
than is contemplated by the authors of the I.E.Li Plan. Inmany dis- 
tricts, the initial emphasis may have *o be laid rather <m irrigation, 


the setting xip of model farms and agricultural stations, the 
building of I’oads and bridges, ihe development of Go-operative 
agencies, and the improvement of rural education than on imme- 
diate changes ih peasant metliods of cultivation; and changes in 
the" conditions of land tenure may have at first to be limited to 
reducing rents and taxes and relieving rural indebtedness, without 
drastic changes in the size or distribution of iioldings. In the 
longer run, however, it seems sullicicntly plain that the best hope 
for Indian agriculture does lie in extensive measures of collectivi- 
sation more or less on Russian lines, so as to substitute what will 
be in effect inclusive rm'al Co-operative Societies, embracing 
entire villages, for the forms of peasant cultivation at pi'esent 
in use, 

Hmlth Services 

Both the Plans we have been considering lay considerable 
enipluisis on the development of hcaltlt and educational services 
and on liousing; and here again the Indian Federation of Labour 
aims at a much more rapid rate of improvement than is con- 
templated in the Industrialists’ Plan. Tlie difference is less in 
respect of housing than of health services and education: it is 
greatest in education, where the I.F.L. jiroposcs expenditure at 
throe times the annual rate envisaged in the rival Plan.’^The* 
present mortality rates in India, as coinparctl with tliosc in more 
advanced countries, plainly show the need for healtli refortna on 
the large, St possible scale. The infant mortality rate is more than 
three times as higff in India as in Great Britain, and is much 
higlier than the rate in Japan. The general death-rate is nearly 
twice as high as in Great Britain; and tlic expectation of life at 
birth is less than ay years, with little difference between the sexes, 
as against over Go for mates and over 64 for females in Great 
Britain doubt, these conditions, and particularly the fate of 
irffant mortirlity, would be greatly improved by any measures 
which led to a better standard of living among the Ii^ian peoples 
— al:(pvc all, to ampler and belter balanced diets. But there is need 
in addition both for extensive public health undertakings and for 
gr(‘atly expanded and improved medical services. Even in the 
towns, the conditions of water-supply are still in many areas very 
bad, The industrialists state that out of 1,471 towns in British 
India, only 2^3 have any sort of protected witer supply^ These 
253 towns, with an aggregate population of 13 millions, include 
most of tile largest centres; but there arc many big urbanised 
areas m which there is hardly any provision for securing the 
^ For c«ipapa«itivo vital statfclia in, various countries see p, 994. 
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t water supply against contamination. Tlae position Is ag_gravated 

i by the unsatisfactory state of the sanitary services. The improve- 

ment of these is a , matter fully as 'Inuch of education as of capital 
expenditure; but considerable expenditure is necessary not only 
in the direct interest of improved sanitation, but also in order to 
; ' prevent the pollution of the supplies of water. In many of the rural 
I areas, and in some of the towns, the water question is also one of 
securing adequate qriantities, as well as of raising the quality; and 
j at this point tlie problem of water supply is closely connected with 
those of irrigation for agriculture and the development of hydro- 
electric power. 

Medical services raise even .greater difficulties, because tiie_ 
• solution depends on inci'casing at a great pace the supply of 

1 trained doctors and auxiliary workers. India has at present aho(it 

42,000 doctors— one for each 9,000 persons— and only about 4,500 
nurses — ^one for each 83,000, Great Britain has one doctor for each 
750 persons, or thereabouts, and one nurse for each 4.50. There is 
I a similar disparity in the provision of hospitals,, an acute shortage 

>■' of consultants, and a famine of medical services in many of the 

' rural areas. One of the most ui'gent needs is the establishment of a 

Y general system of adequately staffed village disj)ensaries, toge ther 

I with an increased provision of hospitals in the towns, under 

I arrangements which will make the hospitals effective centres for 

(t advice and for the supply of consultant services to the villagers as 

i well as to the town-dwcllcrs. There is also a very immediate need 

I for maternity services. At present deaths of women in childbirth 

’ are at the rate of about 200,000 a year. There is a shortage lioth of 

trained inidwives in the villages and of midwives and maternity 
hospitals in the towns. Child welfare clinics as yet hardly exist; 
and there is a notable lack of specialised medical institutions for 
the treatment of particular diseases, such as tuberculosis, as well 
as of centres for dealing with mentffi disorders. 

I In default of adequate government action, something .wight be 
done, as something has been done in Yugoslavia and i#i other p£u*l.s 
of Eastern Ehtope, by Oo-operative provision of medical services. 
In certain areas in Yugoslavia, for example, each village hguse- 
hold contributes towards the income of a resident doctor, who is 
concerned not only with individual patients, but also with 
organising the whole village for a public health campaign against 
insect pests, for pure water and pure milk, and for better sanitary 
habits in disposmg of refuse and in combating cptclcmie disease. 
Idealistic young cloctoi's dtevote themselves to this type of service 
which of course, demands good medical schools io [frovide the 
right kind of training. ^ 4 
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Education 

The two Plan| differ in respect of health services not at all aljout 
what needs to be done, but only about the rate at which it is 
practicable to tackle the problems. This, a.s wc have .seen, is a 
quc.stion, apart from the money costs involved, mainly of training 
the large force of skilled workers who will be. reejuired. The pace 
of progress therefore depends very g_rcatly on what can be 
achieved in the field of education — particularly liiglier education. 
Higher education, however, cannot be; circctivcly developed on a 
large scale except on the basis of a much wider dilTu.sion than at 
present exists of reasonably elFicient primary and secondary 
schooling. Indian teachers are wretchedly paid, and the average 
level of eflidency is very low. In general, as in mo.st backward 
countries, classes are very small by European .standards; and the 
cost of making primary education umver.sal, with adequate pay- 
ment to the teachers, would be enormo us unless the size of classes 
could be increased. The Indian teachers, given better prepara- 
tion, should be able to handle larger groups; but only if they are 
given the best equipment for making full use of visual methods 
and are trained with the purpose of helping them to apply new 
techniques. 'I'here is room here for an immen.se_ amount of 
re.search into tlie best methods and for a wide diversity of experi- 
ment.s. A recent report on mass-education in Alricai has opened up 
this range of cpicstions in its application to a group of much more 
backward peoples. I am not sugge, sting tiuit what would suit the 
Africans would alscS, without change, suit India; but the two 
problems are alike in. that they both require the finding of ways 
of making limited money go as Sir as po.ssible, and, still more, of 
getting as much as can be got out of a very limited supply of 
potential teachers. 

Side fcij»side witli the problem of primary education, India has 
to’ face that‘'of adult illiteracy. There are at least aoo milhoh 
illiterates between the ages of ii and 50 whom it is desirable to 
maku literate at the quickest practicable rate. Here too, mass- 
methods based on modern visual and auditory techniques will 
dearly have to be invoked. It has been amply shown in botli the 
ISovict Union and Turkey that it k possible to make; very rapid 
progrc,ss in stamping out illiteracy if the job is..seriou.sly taken in 
hand. .But the demand for teadiOT in this field is of course to 
some extent cojnpetitive with that of the primary schools. 

fi’rfueaftoa tt Colomal O 0 ice, 1944. 
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PtANs OF Indian Edocationad and Sooiai. Development. Estimatbs 

OF CostI 


i Itiilfan Faleralkm 

of Labour liultisif lalitki 

Thousands Capital limmiiig Capital Mecurriitg 

of schaob cost cost j cost cost 

£ msHiom £ mittwns £ millions £ millions 


Primary schools, rural . , a6o 

Primary .schools, urban . . 40 

Middle .schools, rural . . 60 

Middle schools, urban . . 10 

High schools, rural. . .15 

High schools, urban . . 4 

School maintenance . . — 


60*75 

lao'o 

49-5 

49-5 

15-75 

37-75 

15-0 

la-o 

31-5 

69-75 

a.5-3 

36-75 

7-875 

i6*5 

8-35 

7-5 

45-0 

lO'O 

40-09 1 
15-0 / 

a4-75 

48 *0 

— 


: 

4-5 


389 


Technical education 

— 30*0 


— 

University education 

- - 

■ ' 

15-0 

Training of technicians . 
Rural cultural centres 
Urban cultural centres . 

— iia*5 
■ — 93-75 

. ™ 7*iO 

4*1 a j 

__ 


As for higher education, both Plans, following the lead given by 
Mr. John Sargent in his official i-eport to the Government of 
India, lay great stress on the development of middle and higher 
schools, and also of technical and university education. According 
to the Industrialists’ Plan, it is nccessai7 to provide for all children 
three years of ‘middle-school’ education, beginning at about li , 
and to expand the accommodation of high schools to cover about 
20 per cent, of all children beyond the ‘middle-school’ stage. This 
involves the formidable task of providing middle schools with 
about half the total accommodation needed at the primary stage, 
and beyond this of providing about 1 0 milliolt high-school placus. 
The I.F.L. Plan actually involves the starting of about 400,000 
new schools, in addition to nearly as many rural and urban Cul- 
tural Centres, to serve as points of focus for adult education in the 
widest sense, including the development of a wide range of social and 
cultural services. In addition, the I.F.L. Plan makes a .sptGial lasge 
appropriation for the training of technicians, and a*more modest 
one for the development of university education and research. 

No doubt, all this needs doing; and no doubt, given a really 
determined Government with the people behind it, an astonishing 
amount could be done in quite a short .space of time. But ewdently 
restilts on the minimum scale required to make cither Plan a 
reality could be sscttrecl, quite apart from considerations ofcost— 
which are formidable— only with the aid of an immense out- 
pouring of popular enthtsiasm. Education would h^ve to seem 
r Costs have beei* converted from crorcs of rupees into pounds sterling at the 
rate of w. 6d. for the rupee. , : 
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tremendously worth while for the teachers to be got and trained 
and for the requisite response to be forthcoming from parents and 
village communities. The building problem, which is itself im- 
mense, could be much cased if whole villages would turn out to 
help with the work of construction. Tliis applies also to the 
immense rehousing projects embodied in both Plans. These are 
quite insoluble on the assumption that the work is to be under- 
taken wholly by professional building contractons and workers. 
It becomes a different proposition if the, Clovernnicnt’s role can 
be limited outside the, big towns to ( hat ofsupplyliig some of the 
materials and component.s, luiiss-produeed in specially designed 
factories, and to organising the supply of x/cUlsd labour, leaving 
the local communities themselves to provide most of the un- 
skilled labour needed on the sites, as tvcll as such materials as can 
be locally prociu'ed and jjrepared, 

I have no .space to pursue into further detail this outline study 
of the two Plans for the economic developmcmt of India. For want 
of basic statistics, both Plans are necessarily sketchy; and I feel 
sure they arc both f ir ahead in cost of anything that Is likely to 
be achieved in the time. But what mailers in them is not tlic 
actual expenditure which they envisage, in cither money or man- 
power, so much as their scale. It is clear that tlie execution of 
either would call for a prodigious national effort, which would 
certainly not be forthcoming from a country either subject to alien 
rule or, even if self-governing, divided into rival factions or so 
deccntrali.sed as to lack a strong central Oovermnent fully armed 
with the essential powers of control over economic policy. 

# ■ 

The Condilms of Successful Plannhig 
Of course, India can progress, and can even progress consider- 
ably, while achieving much less than is contemplated in either 
Plan. If, however, eebnomifi progrc.s3 is on a significantly smaller 
scale tha^irthe minimum envisaged in the Industrialists’ Plan, the 
results will c&tainly differ not merely in a quantitative but also iit 
a qualitative sense. 'I'hc root fact about India is the vast number 
of Jiylc village comnmnilic.s of whiclr it is mainly made up. No 
plan can touch the essentials of village life unless it is on the grand 
scale. Any plan which falls short will have, in effect, either to 
leave out the villages, or most of tliem, to confine its scope largely 
to the towns and the major means of communijation, and to rely 
on the ‘filtering down’ of mainly urban improveipents to the 
countryside, or to concentrate its attack on rural poverty on 
certain linnted a'reas, leaving the main part of the population 
untouched. A plan so reduced would be likely, in practice, to be 
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self-defeating; for the possibility of satisfactory industrial develop- 
ment in India depends on enlargement of the rural home markets 
for industrial goods, and if thisMoes not occur industries will be 
diverted to production for export and will have to struggle for 
shares in the world market or produce luxury goods for tire rich 
and the relatively well-off instead of attending to the vast unsatis- 
fied needs that exist at home. In a sense, the Idans -we have been 
examining look fantastic. They are fantastic, if they are meant to 
be pursued under the limitations of a capitalist investment market 
and of the traditional profit-incentive to increased production. 
They become, in the light of Russian experience, very much less 
fantastic if we envisage them as being carried out under the 
auspices of a unified Indian State radically transformed into an 
instrument of Socialist construction. 

Even the Indian Industrialists recognise the need for a ktrge 
measure of State activity in the economic field. They envisage a 
controlled edonomy, working under public direction, and extend- 
ing over the whole image of essential industries and services. 
Within this controlled economy, they contemplate the existence 
of a large socialised sector, including industries which caaa 
be financed only with aid from public funds and industries 
threatened with monopoly control, as well as the main public 
utility services. Such a proposal involves in India a inuch less 
drasdc breach with the past than it would involve in the great 
capitalist countries; for the State already plays a large part in the 
conduct of essential industries. There is, however, a large differ- 
ence between an economy including a considerable public sector 
but still mainly organised on a capitalist baas and an economy in 
which, even if many industries and services remain under private 
ownership, the recognised driving force is public, and the central 
direction of economic policy is based on socialist principles and 
conceptions. It is difficult to imagine that the Indian Indus- 
trialists’ Plan could be applied in practice except unde®' a central 
Government which accepted the main ideas of Socialism and lieid 
firmly in its hands the control of investment and of interest rates, 
as well as the power to control the working of all essential 
industries. 

Proposals of the Government of India 

In 1944 the Government of India produced the first of a series 
of proposals, of its own for expenditure on post-war reconstruction 
and economic development; and thereafter the Central Govern- 
ment’s proposals were supplemented by a series of fjrojccts put 
foaward by the various Indian Provinces. Some of the Indian 


Native States also drew up I'econstruction and development 
plans of their own; but what is discussed in this chapter relates 
exclusively to British India, The 'Indian Government’s Plans are 
not comparable yvith those drawn up by the Industrialists and by 
the Indian Federation of Labour, because they cover only action 
by the Central Government, thmigh they also atteiupt an estimate 
of the sums which it will be practicable to raise in the form of 
private investments, as distinct from government loans. In all, 
the Central Government contemplated, in its reports of X944, a 
total expenditure of about £750 millions, s]-)rctad over five years, 
this sum to be derived half from taxes and half from loans. Over 
the same period, it put the total of private investment at about 
sC 375 millions. Provincial Government scheme, s added up, again 
over a period of five years, to nearly another /Jkw millions; but 
tltis probably includoa some estimated grants from central funds. 
Thus, the total contemplated expenditure, over live years, seems 
to have been of the order of ;^'300 millions a year, from both 
public and private sources. This is not, on the face of the matter, 
much diliereut from what was proposed by the Industrialists; but 
the difference is in fact a good deal larger than it appears, because 
die Government plans include under tl ie heading of development 
many things — especially such things as rural maintenance— 
which the Industrialists appeal' to leave outside the .scope of their 
plans a.s falliug within the range of normal public expenditure. 

In any case, it should be made plain that the plans advanced in 
1944 were only recoTnmendiUion.s, and dlil not commit the 
Indian ( 3 overnmcnt. When, in 1945, iliat Government did pro- 
duce the first draft of its own proposals, its atmomicemenls— 
which have of course now lieen suspended by the coming of a 
quite different sort of Indian Govermneat into ]Jower — dealt wil h 
principles rather than with their application; and it said nothing 
about agricultural development or about tlie future of the health 
and cducfttional services, except technical education. These sub- 
jects were lefF'to be dealt with separately: the pronouncements so 
far made are confined to the question of inditstrialisation and to the 
structure to be built upon the indiMtrkl development that has 
taken place in India during the waff T’w'o things are particulwiy 
notable about the Government Plan? In the first place, the control 
of twenty important industries, including not only steel, engineer- 
ing, shipbuilding, electricity supply and elcctpcnl engineering, 
motor vehicle and aircraft manufacture, and cement, but also the 
textile trades, was to be transferred fromthe separate provinces to 
the Centraf Government. In the second place, direct public 
enterprise and also ‘mixed’ forms of entei^risc, in which the 
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Government was to collaborate with private owners of capital, was 
contemplated over a very wide :§eld, In India railways and public 
utility midertakings are already in the main publicly owned; and 
it was announced that the ordnance factories started under public 
ownership during the war should be continued as public con- 
cerns. In addition to these, the Government’s statement contem- 
plated the possible public ownership and operation of the 
manufacture of aircraft, motor-cars, tractors, chemicals and dyes, 
iron and steel, prime movers, electrical machinery, machine-tools, 
electro-chemical products, non-ferrous metals, and other products 
“if sufficient private capital is not forthcoming and if it is regarded 
i as essential in national interests to promote such industries/’ 

I The statement also contemplated the possible nationalisation of 

I industries, such as salt manufacture, in which the tax element 

I has preponderated,^ and also the participation of the State, 

i side by side with private enterprise, in shipbinlding and in the 

I manufketure of railway locomotives. Even beyond these fields, it 

I envisaged the holding of shax'es by the Government in private 

[. enterprise, or the granting of loans. It declared in favow of 

1 national economic planning for the appropriate regional distribu- 

I tion of industries, of a general system of licensing factory develop- 

ment, and of the public regulation of industrial wages and woiic- 
ing conditions. Profits also were to be controlled; uud one of the 
purposes of planning was to be the prevention of an undue con- 
centration of industry, not only in particular localities, but also in 
the hands of Plindus, as against Mahometans. 

On paper, the Government’s proposals looked both far-reaching * 
I and remarkably 'socialistic.’ It must, howeiler, be borne in mind 

i that the range contemplated for public ownership and operation 

of industry was only permissive, and that the Government com- 
mitted itself to active intervention, pver most of the field, only if 
: private capital was not forthcoming in adequate amounts or in 

I order to prevent the exclusive^domination of an indfistry Uy a 
t particular community group.^ might have turnedijut in practice 
that most industries would remain under private ownership, sub*- 
ject only to the general planning and controllitjg powers reserved | 
for the Central Government under the scheme. It has also to be 
borne in mind that the published Plan was only a first sketch, and ♦ j 
; that it was left open for it to be considerably modified in consulta- 
tion with the Provinces and States, before it reached the stage of 
being submitted, for final approval to the central legislature. 

■ In addition to the feaftires already mentioned, the jifficial state- I 

ment envisaged tariff protection for Indian industries, and also • 

^ Till its abolition by the new Indian Oovcfiimmt ia *947. ■ 
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preference in Government purchases,, which would be an im- 
portant iactor in the market, especially for the output of the heavy I 

industries. In its general features, the official declaration of policy | 

was evidently iiKidoIled to a large extent on the Industrialists’ I 

Plan, and, like it, contemplated for India a ‘mixed economy,’ in | 

which puldic and capitalist enterprist; were intendtul to work in i 

close and harmonious partnership. Whether such a combination j 

of motives and incentives could be iwacticEiblc on the scale required { 

was the great question that was raised Isy the uains of the official 
pronouncement, no less than by those of tin; Industrialists’ Flan; 
and exactly the same issues arose in respect oi’the political factors 
—the need for a strong, centralised control liy a Government ■ 
carrying with it the eiithu.siastic co-operation at least of a large 
section of the people. In any event, the ‘Governnuurt of India’ now | 

means something radically diflerent from what it meant when j 

this Plan was drawn up; and the Ibrnmlation of a new Develop- 1 

ment Plan is now the task of a Governmimt representing, not j 

Great Britain as the ruling power, Imt the Indian peoples them- ; 

selves. 

Planning and Government 

We arc. brought back, then, at the end to the question of 
politics. It is (xisy enough to plan on paper big jn'ojccts of indus- 
trialisation and rural economic development:, of educational and 
culturtil advance;, of progress in .sanitation, nutrition and medical 
sci-vices. .But the .success of these ]:>roje('is uuavoidal)ly depends on 
tlte creation of political condition.s ^rilich will enahlt; an Indian 
Government to .secure not nuirely the jmssive ass(;nt but the active 
co-operation of a large proportion of the locsil lt;ader.s of Indian 
opinion, of the classcss in pos,scs.si(Mi of higher education, and of the 
peasants as well as the nrbap popuhitions. Such a Government, 
moi'cover, in order to plan .su(xe.s.srully, would have to be in a 
position t<rcxei'ci.se drastic powers of control over the entire terri- 
tory of India, lind to override regional and local claims to act in 
tvays inconsistent with tlu; rcciuircmcnts of the general economic 
plan. ■'These issues cannot be divorced from discussion of the 
political factors in the Indian situation. But we have seen in this 
chapter enough of the underlying conditions to make it plain that 
an effective economic plan for India, on anything like the lines of 
tlie plans so far considered, could be launchtd and executed 
only by a centritl Government composed of Indian leaders, 
basing Its p9Ucy on tile principle of Indflm seli^overnment, and 
in possession of large powers of economic action and control over 
the entire country. ^ 
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Gandhi and Village Industries 

At this point there arises an issue which I have hitherto been 
leaving deliberately out of account. All the p|ans so far con- 
sidered rest on the broad assumption that the right line for 
India is to follow in the main the methods and techniques which 
have resulted in the much liigher productivity achieved in the 
countries of the West. This emphasis is naturally greatest in the 
plans put forward by the Indian Industrialists; but it exists in the 
others only to a less extent. There is, however, in India a large 
and influential school of thought, headed by Mahatma Gandhi 
himself, which challenges this entire assumption, and argues that 
the correct course for India is to build on the foundation of the 
primitive village community (the Panchayat) a localised system 
of small-scale craft industi'ies producing for the local market and 
not attempting to emulate the achievements of Western mass- 
pi'oduction. Gandhi’s insistence on Khaddar (home-made cloth) 
and on domestic spinning and weaving is well-known. It is not so 
generally I'ealised that this insistence is part of a general philosophy 
of life hostile to Western influences and determined to build, both 
socially and economically, on native traditions. The Committees 
of the Indian National Congr-css, which were set up to prepare 
plans of economic development for a free India, came right up 
against the conflict between the ideas of Gandhi and his followers 
on the one hand, and on the other those of Indian millionaires and 
Indian We.sternising or Sovietising left-wingers, who, however 
much they might differ about almost everything else, agreed in 
wishing India to follow the path of Western technological 
development. Gandhi, however, has a large following for his ideas, 
especially among the peasant masses and their leaders; and up to 
a point he is clearly right. The village, with its superabundant 
supply of labour and its very low Ifevel of productivity, needs a 
more balanced economy, such as it can get only by developing 
industrial production in the village itself, and not f8,r away iiime 
mills of Bombay or Calcutta. Such village industries can grow, 
however, only if they are protected against the competiticHi, not 
only of imported factory goods from outside India, but also of the 
products of Indian factoiies using Western methods— -and they 
can prosper, even so, only if their growth is accompanied by a rise 
in agricultural f^'oductivity which will allow fewer labourers on 
the land to provide for the food needs of a larger village popula- 
tion. The success of thC Gandhi type of industrial development 
depends on the application of a great deal of caliital to the 
land and to local transport services, for the purpose of raising 
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agricultural productivity. It also demands a strong central Govern- 
ment, capable of affording the requisite protection to village 
industries against Indian as welltxs against foreign capitalist mill- 
owners. In geneml, its effect is to call for a smaller expenditure of 
capital on industrial investment, but for even more on agriculture 
and on such other services as education and health. 

The Political Factors 

I have tdeen India as an example of a territory rii>e for rapid 
economic and social development and pos.ses.sing the national 
resources of man-power and materials without which .such 
development would be out of the question. Tlu;rt^ are many other 
areas — though none .so large or populous — to which similar con- 
siderations apply. It may be possible for a bemwolent mandatory 
Power or imperial Government to launch a dependent territory 
on the path of development without granting to it at the outset the 
full powers of self-government for which its leaders will inevitably 
press. But it will not, I think, be possil)l(: to get np the necessary 
‘steam’ for any thoroughgoing programme of internal economic 
development in the interest of tlic masses of the people without 
invoicing the spirit of national responsibility, and therewith 
resigning the claim to direct economic and social policie.s from 
outside. Economic and social dcvelopinent, on tlie grand scale 
here postulated, depend not only on strong govia-nmeut, but also 
and e.sscntially on self-government. They do tliis, because they 
require positive (to-operatiou among the governed, an intensive 
mobilisation of the active revsonrees under the control of the 
people’s own leadersr They require, in effect, an atmosphere of 
creativeness which it is hardly possible to stimuUite under foreign 
rule-even if in fact the foreign rulers are trying to do their best 
for the welfare of the governed peoples. In countries already 
industrialised, it can in geiteral be assumed that measures of 
economic .progress will not encounter strong psychological resist- 
ances except £tmong groups which feel their economic and social 
position to be scrioasly threatened by the changes that are pro- 
posed.,Fot India and for most of the other aims here in question, 
no such assumption can be made; for the wad to social and 
economic progress is obstructed by many religious and cultural 
taboos and traditional attitudes wMch no foreign reforming 
influence could be in a position to break down,, Tliese attitudes 
have, moreover, been reinforced by suspicion that any change 
favoured by the ruling power must be proposed in tlie interest 
rather of thb governing people than of the governed. The first 
requirement towards effective planning for India’s economic 


future is the setting up in India of an Indian central authority^ 
armed witli adequate economic powers, which the Indians, or 
enough of them, will be I'cady to regard as their own. This is not to 
say that nothing can be done as long as the ’conditions here 
postulated cannot be fully realised. Many things can, and should, 
be done by any Government that holds power in India; but an 
imposed and mainly foreign Government, however well and dis- 
interestedly it might act, would have been suspect to many of 
those whose collaboration would be needed for practical enforce- 
ment of a workable plan. Nor can any central Government 
achieve much if tlie essential economic powers are vested in a 
number of Provinces, however composed, without eifectivc co- 
ordination over the comitry as a whole. This, and not any doubt 
about the potential capacity of the Iirdian peoples and their 
leaders, is the reason why one is bound to take a cautious view of 
the chances of paper plans which, however sensibly conceived in 
terms of objectives, depend for their achievement on the attitudes 
of the main body of the people and on the existence of adequate 
powers at the centi'e, even more than on the skill and disintei*- 
estedness of the Government and its advisers. India may be able 
to lift itself out of primary poverty to a leading place among the 
advanced nations. Indeed, I feel sure that in the long run it will 
succeed. But it will not be able to do this unless it can i-esolve its 
inner political antagonisms enough to achieve both a powerful 
central Government and a sense of united responsibility among 
the key sections of the Indian peoples. 

We are brought back, tlien, to a considelt^fition of the political 
factors, which, in this brief study of the Indian problem, I lutve 
left deliberately to the last. The British rule in India is coming 
definitely to ah end, and in one way or aiaother the Indians will 
have for the future to talte charge of their own alTairs. This has 
been recognised by the British Government— -and not only by tlie 
Labour Government; for before Labour came to poM«;tr it had btJen 
recognised in the terms of the ‘ Gripps offer,’ with the full authority 
of the Churchill Coalition Government behind it. The C|uestion 
is not whether Indians to become self-governing, but how* and 
as everyone knows, the main problem is tlmt of the relations 
between tlie two main political forces among the Indians tliem- 
selves*— the, predprainantly, but not exclusively, Hindu National 
Congress and the exclusively Mahometan Moslem League. Of 
these two, the Gongress.represents the larger community, and 
stands for the principle of a miited, independent India* As against 
this claim the Moslem League, which has succeeded in i-allying 
behind it the support of the great majority of Moslej^, stands for 


a division of India into two separate States, or rather for the 
creation of a predominantly Meslein State'—Paldstan. This pro- 
p<.)sal is very seriously complicated by tlie Ihct that the Moslems 
jive, not conceirtrated in one compact area, but partly scattered 
in predominantly Hindu districts, and partly concentrated in 
two areas — one in North-Western and one in North-Eastern 
India-— which are separated by a large tract inhaliited mainly by 
Hindus. I'he North-Western area, induding tlie four Provinces 
ol' the Punjab, Sind, British Baludiistan, and the Nortii-West 
Frontier Province, has the greatest prc'.pomi(;rauce of Moslems 
over all other dements in the populatiou--roughly Cia per cent, 
of the total. But, whereas tliis whole area contains about 123 million 
Moslems, there are 33 millions of them in Bengal alone, us against 
27 millions belonging to tlie tlindu and other communities, In 
Bengal and Assam together — that is, in the disputed North- 
Eastern area — the Moslems number about. 52 per cent, of the 
population, with the Hindus accounting for the great majority 
of the rest. In Assam the Moslems are only alwut a third of the 
population. Outside these two main areas— the North-West and 
the North-East — ^arc about 20 million Moslems, scattered among 
a non-Mo.slem population of about 12B millions. All these figures 
relate to British India, c-xduding the Indian Native States. 

Pakistan 

There is no possibility of creating in Northevu Inditi a compact 
Moslem Slate induding tlu; majority ol' Indian Moslems. A 
compact State conic!:, no doubt, lie carved out in tlie Nortli-West, 
with a large Moslem majority; lint it would indude less than one- 
third of the Indian Moslems, and would have within it a recalci- 
trant Sikh population in the Punjalj, as well as other large minority 
groups. Such a State, moroKiver, would obviously fail to satisfy 
the Moslem League, as it would exdudc the area—Bengal— in 
which muchmthe largest Moslem population is to be found, On 
the other iiand, it is obviously out of the question to constitute a 
Moslem State stretching right across Nortliem India, so as to 
include both the North-Western Provinces and Bengal, because 
tills would involve putting into it the United Provinces and Bihar, 
which He between and have a population of whidi more than 80 
per cent, is liindu. Nor is this the only complicationi far Western 
Bengal, induding Calcutta, has a Hindu ma|ofity, and tliwe are 
considerable Hindu areas in the Pimjsvb, with Sikhs intermixed 
with both Moslems and Hindus. Division of die Punjab has been 
suggested, but could not easily be made acceptable to me Moslems. 

in generals the Hindus inmde many more rich men than the 
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Moslems, who are mainly peasants, sometimes working under 
Hindu landowners. But of com'se the vast majority of both groups 
are very poor, and in many areas Hindu and Moslem peasants 
live side by side under identical conditions. The pongress leaders 
have always maintained that there is no real desire among the 
Moslem masses for a partition of India; and there have always 
been Moslem adherents of Congress. Probably the Congress view 
was correet until a few years ago; but in recent years the Moslem 
League, under Mr. Jinnah’s leadership, has undoubtedly 
succeeded in rallying behind it the main body of Moslem opinion. 

The creation of an independent Moslem State, divided into 
two widely spread areas as it would have to be, would be most 
undesirable from an economic standpoint; but it would be pre- 
ferable to a federal plan which would, while nominally xmitiug 
all India, leave all the essential economic powers in the hands of 
a number of autonomous Provinces. Either of these expedients 
would prevent effective national planning of India’s development; 
but the second, by increasing the number of autonomous units, 
would have even more adverse economic conscqitences than the 
first. It is indispensable for any Government that is to set to work 
seriously to raise standards of productivity, and therewith 
standards of living, for the Indian peoples to be able to make 
plans for investment, saving, taxation, and the control of foreign 
trade, as well as for transport and communications, over the 
whole country, or at the very least over the greater part of it. 
This, of course, does not exclude supplementary planning at the 
provincial level; but it is surely plain enough that iro major plan- 
ning of the type, discussed in this chapter cat; be workable except 
oh the basis of unified control over a very large area — large 
enough to cover the majority of the whole population of India. 
For the same reasons, it is economically desirable to mclude the 
areas of the Indian Native States wi?hin the scope of the national 
plan. 

' ■*. • 

TIu Cabinet Mission's Report 

Because of the difficulties I have outlined, the British Gabinet 
Mission to India, in its Report published in May, 1946, rejected 
the proposal to create a separate State of I*aki3tan, and put for- 
ward instead the notion of an Indian Federation- — to include the 
Native States as well as, all British India— with very limited 
functions and powers for its central Government. The only 
matters to be dealt witlf* centrally under the proposed plan were 
finance, defence arid commuhioations— all idea of ce:fitral control 
over economic policy being excluded, save to the extent to which 
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it coiild be brought under one of these three heads. All other 

S owers were to be vested in the^ separate Provinces (and in the 
I'ativc States) ; but the Provinces were to be free to fonn groups 
for common action^ and each group was to l)e Free, to decide what 
subjects should be dealt witli in common over its entire area. The 
Mission then proceeded to divide British India into three groups 
of Provinces, one, much the most populous, iucludiug tdl the 
predominantly Plindu Provinces except Assam, a second the 
predominantly Moslem Provinces of the North West, ;md a third 
the two Provinces of Bengal and Assam, in the North hast. There 
was some dispute at a later stage on the cptcstlon whether this 
grouping was meant to be compulsory or not, one of the main 
questions at issue being the joining of Assam with Bengal. It was 
made clear in the Report that any Province could, if its people 
so wished, secede from any group, but only tdler the groups had 
performecl the functiou assigned to them of drawing up group and 
provincial constitutions, and apparently without the option of 
joining any other group. 

The publication of tlie Cabinet Missitm’s Report was followed 
by much going to and fro among the Indian parties. Both Con- 
gress tmd tlie Moslem League agi'ccd to accept: the Mission’s long- 
term proposals, but the two groups were untible to agree to the 
British proposals for the formation of an immediate GoaHdon 
Government, based on the Indian jtarties, to lake charge of the 
country’s idl'airs while a Coiustitucnt Assembly was chosen and 
wliilc I lie, process of constitution-making for the new India was 
being earned through, Thi,s deadlock resulted in the formation, 
in July, 1 946, of a ‘Caretaker’ Government of oflieials to hold 
office while the Constituent As.seml)ly was being chosen. In the 
same month the Moslem League, accii.sing Congress of a wholly 
iton-co-opcrative attitude and the British Mission of playing into 
the haixds of Gongres-s, withdrew its support from the long-term 
plan, and announced its intention to in.HiilvUti a policy of ‘direct 
action.’ ThivS iil'as followed by an invitation to Jawaliarlal Nehru, 
the Congress leader, to form an interim Government without the 
participation of the Mo,slem League; and a Gongres.s Mintoy 
accordingly took office in August, 1946, announcing that it would 
keep position.s ready for the Moslem Icadm in the event of tiieir 
agreeing to take part. Direct negotiations between Mr, Nehm and 
Mr. Jimiah followed, but produced no a^eemcni;; but in October, 
under strong British pressure, the Mralem League agreed to 
appoint members to a Coalition Go^te'mneat. It refrained, 
howevay frSm appointing its most responsible leaders, and 
reflisod, after frutlier differences with the Gongress Party, to take 
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part in the Constituent Assembly, which had by that time been 
elected by the Provincial LegMatures on the basis laid down in 
the Cabinet Mission’s Report. Inis further deadlock was followed 
by the summoning of the leaders of both the mayi parties (aird of 
the Sikhs, who had also rejected the Mission’s plan) to London 
for consultations with the British Cabinet; but no agreement was 
reached, the main cause of deadlock being still the Moslem 
League’s imistence on, and the Congress’s rejection of, the com- 
pulsory grouping of the Provinces for constitution-making into 
the three groups defined in the Mission’s Report. 

The Constituent Assembly met in December, 1946, with the 
Moslem League’s members absent, and in January, 1947, it 
agreed, mider protest, to accept the proposals for compulsory 
grouping of Provinces on which the British Government had, 
insisted in the London discussions. This was done in the hope of 
inducing the Moslem League to participate in the further pro- 
ceedings of the Constituent Assembly. In the meantime there had 
been, from the time of the League’s threat of ‘direct action,’ 
serious communal riots, first in Calcutta and later in Eastern 
Bengal and the Punjab; and in these riots many thousands of 
people, mainly Hindus, were killed. The British military forces 
in effect governed the country, with the Coalition Ministry of the 
Indian parties holding only nominal power; and this continued 
to be possible because the Indian Army continued to be prepared 
to obey orders. It was, however, obvious that this situation could 
not continue for long; for it involved a state of tension that was 
bound, unless it could be relaxed, to lead to furtlrer and even 
more serious communal disturbances, and perhaps even to a 
civil war. It is too soon, as I write, to measure the effort of Lord 
Mountbatten’s appointment as Viceroy in March, 1947. 

The Future of British India • 

I am neither a prophet nor an expert upon Indian affairs; ^and 
any comment I make can be no more than thtfl of a di%en.t 
observer of world politics. In the first place, I acutely dislike the 
idea of a completely sepai’ate Pakistan, because it seems tome to 
stand in the way of effective measures to raise the standards of 
living among the unfortunate Indian peoples, Hindu and Moslem 
alike. Secondly, however j I prefer PMstan to a iiommally 
rinited India wtech would be shorn of all power to deal with its 
economic and social problems on a basis of common platming. 
Thirdly, I do not belie-'fe tliat Congress and the Mosldm Leag7.ie 
will ever agree or work together in any constructive* way as long 
as they can blame the British for thdr disagreements. NaturaEy, 
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then, I most heartily ■welcomed the British Government’s an- 
iKiuncement, in March, 1947, of its definite intention to withdraw 
from India by June, 1948. Unlbrtimatcly, this announcement 
still left it entirely unclear how the withdrawal was to be effected, 
or to what authori ty power would be transii;rred in the disputed 
areas, in the event of a continued failure of the Congress and the 
Moslem League to agree. The British Government said only that 
it would, in that event, consider handing ovc'r the powers of the 
Central Government of India either to “some lonn of central 
Government for British India,” or to the e.Kisting Provincial 
Governments in some areas, or otherwise as seemed to it best 
when the time came. This left it open to the Moslems to_ argue 
that, if they could consolidate their hold on the jtreduminanlly 
Moslem Provinces, they might be able to get the equivalent of 
Pakistan by inducing the British Government to hand these Pro- 
vinces over to Moslem Provincial Goveniment.s rather than to a 
Central Indian Government under Gongnjss control. This 
motive doubtless lay behind the serious disturlianccs which, in 
March, 1947, drove out of office the Unionist Ministry of Hindus 
and Sikhs in the Punjab and, after the Moslems had failed to 
sustain a Ministry of their own, involved the taking over of power 
in the Province by the British Governor- - an ominous necessity 
in view of the prospective traiisler of iiower throughout Briti.sh 
India, 

Fourthly, I think the British Guvermneut, up to M!arch, 1947, 
had been taking altogether the wrong line in insisting that it 
could not hand il.s' [xnver over except on lcnn.s agreed on between 
Plindus and Mosbmls; for this line was in effect giving the 
Moslem minority an unlimited power of veto. It is to be hoped 
that, having at last dcdiired its intention to leave India, the 
British Government will adhere to the date announced, whatever 
ma^ occur. * 

Fifthly, I think the announcement of the intention to evacuate 
India should "have been coupled with the further declaration 
that, failing agreement between the main parties, the British 
Government would place a Congress Ministry, m representing 
the majority clement, in full power, and umld give il complete 
auihofUp over the Indian Army, I do not say tliat this action would 
ensure a settlement, but that it would offer the best chance of 
one, by making it plainly necessary for the Mpslem League to 
come to term.s with the Congress, instead of relying on the 
British, as* their final imperial act, to divide tlte countiy at its 
behest, As Sgainst tliis, the continuance of the existing uncer- 
tainty involves the likelihood of a further drift towards a civil war 
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which will be as disastrous for Great Britain as for India, if its 
advent finds the British still in occupation. 

The Indian Army 

This handing over of the control of the Indian. Army is a more 
important matter than a good many people in this ' conn tiy 
understand. At present — that is, in January, 1 94.7 — the number 
of British soldiers left in Asia is very small indeed, and the vast 
‘commitments’ of Great Britain in Asia, of which we hear so much, 
are in effect being sustained by Indian soldiers. Even if these 
soldiers are still prepared to obey British order.s, their retention 
as part of the British milittiry force in any area i.s clearly quite 
inconsistent with Indian independence and ought to be given up 
at once. The British Government’s military advisers (or rulers, 
which I am sometimes inclined to regard as a more correct 
description of them) may say that this will render their task of 
sustaining British power in Asia impossible, If that is so, then .so 
much the worse for British power in Asia, of which I, as one 
Englishman who has no belief in the white man’s right to exploit 
the coloured man, shall be heartily glad to see the last. I hope 
that India and Burma and Malaya and other parts of Asia which 
have hitherto been held in subjection under British rule may 
voluntarily agree as fully independent countries to retain an associa- 
tion with a British Commonwealth of Nations that shows itself 
prepared to treat them fully as equals; but I will do anything I 
can to incite to disobedience and to abet any British citizen who 
refuses to take part in any attempt from now on to treat any of 
these countries as subject, or to repress theii: endeavours to make 
themselves fully independent and self-governing. 

The Indian JVaim Slates 

Finally, in relation to India, I deny the right of the Brid,sh 
Government to enforce upon any Indian Government any 
I'espect for the claims of the despotic rulers of the Jndian Native 
States. If promises were made long ago to these despots, they were 
promises which no British Government had any riglil: to make; 
and to-day, in face of advancing democracy, they are not ’Worthy 
of any respect. One of the few encouraging developments in the 
Indian situation in the earl;^ part of I9.r(.7 was that the Indian 
Princes agreed to take part in the Constituent Assembly. True, 
Congress had to bffer them large concessions in order to get them 
in; but their acceptance clearly indicated that they had realised 
at last tire futility of relying on British help againsftthe Indian 
National Movement 


CHAPTER vni 


THE FAR EAST 

Beyond India, in the Far East, lies yet amither vast area 
of primaiy poverty, flanked by the eoinparalively advanced 
industrial civilivsation of Japan to the east and to the west by the 
rich areas of tin and rubber production in Malaya and the Dutch 
East Indies, China, with an even larger population than India 
and a civilisation at least as ancient, is still one of the. wairld’s 
principal area,s of impoverishment, snlFcring heavily from the 
denudation of its forest tracts and from the intcnisc pressure of 
population upon land continuously cultivated over many genera- 
tions, Cliina’,s population is densest in the south; and in the north, 
particularly in Manchuria and Mongolia, there remain large 
areas capable of supporting a gn^atly incira.sed number of 
inhabitants if their resources could be elieclivcly opened up. The 
extent of China’s natural resources is still largely unknown and 
has been a matter of much dispute; liut, at the least, they are con- 
siderable enough to supply the basi.s for a mucli higher standard 
of living than has hitherto been attained. Such (!cnnornie develop- 
ment as ha,s taken place up to the present has been mainly under 
foreign iulki<nu;e und control, and li’ora the middle of the last 
century China has btwn a disputed siflicre of influence among the 
great powers of the world, with the Russkvns pressing eastwards 
towards Manchuria and the neiglfliouririg provinces, the Britisli 
entrenched at Hong Kong and other points In the south, and pre- 
dominant in the trade of Shanghai and the Yangt,se Valley, the 
French further west in Indo-China, and the Americans, without a 
sepfirale sphcifc; of influence until they acquired the Philippines 
after the Spanish-Araerican War, largely active, as traders and 
missionaries over the whole country, except when and where they 
have been prevented from operating by the rival schemes of the 
Japanese. Japan, for its part, has pressed hard upon China from 
the east:, seisiing first Formosa and then territory upon the main- 
land, until, in the great Sino-Japaiwsc War, which was in progress 
for some time before the second World Wsir began, the Japanese 
armies succeeded in occupying a large part of the country, 
although thdte were always many areas even within their siones of 
occupation where their writ did not run and pow'cr remained with 
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Production or Certain Foddstotrs in the Far East, 1938-9 or 
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guerrillas or Communists or other Chinese groups owing some 
shadowy allegiance either to the Government of Chiang Kai-shek 
or to the lival Communist admmistration at Yenan» 


South-east Asia 

To the south-west of China lies the, great region of Indonesia, 
with its long sweejj of islands from Sumatra to Timor, and its 
close connections with the mainland territorit's of Burma, Malaya, 
Siam, and the French provinces of Indo-Chiiui. This area, or 
rather a part of it, has experienced very rajiid (economic expansion 
during the past two generations. It has become the great source of 
woi'ld supply of botli tin and rubber, and it is also an important 
source of oil as well as of rice, I'he enormous development of the 
motor industry has given its resources of oil and ruliber a rapidly 
expanding outlet all the world over, and in particular its pre- 
ponderance in the supply of natural rublicr has made these 
resources of the greatest possible importance, to the United States. 
In Malaya especially the consequence of cx-onomic development 
has been an extraordinary mixture of ]ioi>ulation, .so that to-day 
the natives of Malaya arc largely mitiiumljcrec! by immigrants 
from China and India, as well a.s from the neighbouritig island 
area. The Chinese have been particularly successful in Malaya, 
not only in trufle but .also in ratal jli.shiug th(‘ir own position in 
industry, and they now constitute a tremendous prolilem in rela- 
tion to tlie. futurr'; govermnent of the taiuui ry. Tlui Indians have 
come in mainly as labcnircrs and have, mcKtly returned to India 
after a period of .serMct; on the {riuntation,s, 'riie Chinese, on the 
other hand, have coiik; largely to .static sind rcjnain, not only in 
Malaya but also to ti sm.'iller extent throughout Indonesia, and 
indeed throughout the area^lying between (Ihina and the Indian 
Ocean. In the Dutch Indies Java is densely populated, and in 
certain areas highly developed economically, wliero.'is .Sumatra 
and Celebes ^till remain for thts most part |irimitivc tuid uucx- 
ploitcd. In Burma there is a distinctive and settled clvili.sation in 
the southern part of the country, but a large part of the interior 
remains under very primitive tribal conditions, Siam, the only 
independent kingdom left in this part of the world, has shared to 
some extent in the fruits of recent economic development, and the 
same has been true hitherto of French Indo-Gbina, where, native 
rulers have been left in nominal authority, under the control 
of French Commissioners and administtators acting on behalf of 
the home Government. 


I The Problem of Japan 

The great questions now faciijg the world in the Far East are, 
first, what is to become of Japan, both economically and politic- 
ally, now that Japanese projects of domination over the whole 
area have been decisively defeated; secondly, what is to become 
of China, deeply impoverished by prolonged war and devastation 
and ill able to sustain effectively the status of one of the five Great 
Powers which has been nominally conceded to it as a member of 
the United Nations Organisation; and thirdly, what is to happen 
to the whole area lying between China and India in respect both 
of future relations with the European powers hitherto in control 
and of the muttval relations between the new nationalist inove- 
^ ments and national Governments which are now emerging and 
challenging the continuance of imperialism and of colonial 
exploitation at a number of separate points? 

In considering this vast area and the immensely complex 
I problems which it presents, it seems simplest to begin with Japan ; 

1 and Japan, on the morrow of its defeat, presents a problem 

resembling in many I'cspects that which is set by Germany in the 
I West. Here is a country, until a couple of generations ago 

; unfamiliar with the mechanical achievements of the West, that, 

I having once come into contact with them, showed a quite extra- 

I ordinary faculty of imitation and adaptability and made itself 

I rapidly master of the essential Western techniques. Populous, and 

I indeed continually setting up the tary of over-population as a 

j reason for territoiial expansion, Japan had become the home of a 

1, state-worshipping militarism which Had taken hold of tlic 

Japanese people in an even deeper sense thali the Germans were 
i taken hold of by the myths of Nazism; and it is even now more 

J difficult to imagine Japan settling down to accc:pt a limited 

j destiny in a world of peace than to ypaagine a real conversion of 
the. German people to ideas of peaceful international collabora- 
tion. Up to the moment when; the first atom bomlr^was dropiMxl 
on a Japanese cityj Japan was proclaiming its intention, despite 
the collapse of Germany, of resisting; to the bitter end, and it still 
seemed possible: that the war in the Far East might last for con- 
siderable time beyond the war in Europe, owing to the extreme 
I difficulty of expelling the Japanese forces area by area from the 

I countries which they had overrun. The atom bomb, whatever 

j may be Jhought of the rightness of .its use, settled that issue by 

compelling a Japanese surrender much earlier than anyone hai 
dared to hope, and the Vry suddenness of this surrender had 
important effects on the handling of the Japanese problem, 

I because it meant that, in efiect, the JJnited States occupied Japan 
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single-handed and took over entire control without anything 
having Ijeen settled in advance t^Jjout tlie future of the counti'y, or 
indeed of the Far East as a whole, and without any arrangements 
having Itcen made for effective participation in the immediate 
control by tlie Allies of the United States. Thus Japan, and to a 
considerable extent China as well, came to form a dosed zone of 
American inihience, at least as much as the countries neighbour- 
ing on the Soviet Union fell exclusively tmder Soviet control. 
General MacArthur came to be the effective dictator of policy in 
Japan, and the United States State Department the rnain 
influence in the ]5olitics and economies of China, ft is at first sight 
surprising with how little protest this situation was accepted in 
Great Bi'itain, which has after dl long and dose commercial con- 
nections with China and a deep interest in tfie .settlement of the 
entire problem of the Far East. It was much less readily accepted 
in Australia, which so naiTowly escaped being physically overrun 
by the Japanese durmg the second World War. Nor was it 
accepted, save by necessity, in the Soviet Union; but the Soviet 
leaders, realising the importaitce of limiting their objcctive.s in the 
Far East and weakened in their power to intervene by the late 
date of their declaration of war against Japan, ntade no effective 
stand against what came to be in effect exclusive United States 
control in that country, and even in China were .sparing nriielp to 
the Chinc.se. Communists. They gave wa)' grudgingly step by_8te.p 
even in Manchuria, under the joint pressure of tlie Americans 
and the central Chinese Govermnent. 

In Great Britain the situation wa.s accepted wuth less protest 
than it would othcril'isc have liecn likely to arouse because, while 
the wtu' against Germany la.stc.d, very little thought was bem|; 
given in Great Britain to the problems of the Far Etiat. The 
Japanese war, though Britijli statesmanship was fully committed 
to seeing it through, seemed remote while the war in Europe was 
stWl in progrps, and in particular there was almost no articulate 
public opinion in Great Britain about the future treatment of 
Japan“~though the situation of course was quite different la 
Australia as well as in the United States. 

Japan's 'Co-prospmif Sphtre 

Japanese policy in the second World War and in the period of 
aggressive war against China which preceded it was based on an 
idea to which, for purposes of external consumption, the Japanese 
usually gaye the name of ‘co-prosperity f’ They were fond of speak- 
ing of a ‘Sphere of Go-prosperity’ in Asia, within which the major 
part of the continent was tOp become organised under Japanese 
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hegemony as a great politico-economic bloc, based on Asiatic 
independence of the European j^owers. These powers were to be 
driven out from their colonial possessions over the whole of this 
vast area — the Dutch from Indonesia, the French from Indo- 
Ghina, the British from Hong Kong, Malaya, Burma, and, in due 
course, India as well, for India too figured in Japanese dreams as 
a part of the Japanese sphere of hegemony. China, under a puppet 
Government or Governments, was to become reconciled to 
political and economic subordination to Japan, and was to be 
broken away from connections with European and American capi- 
talism. The Philippines and Siam were to become assimilated. All 
these areas were to be developed economically for the supply of 
materials for the advanced industries of Japan itself, and as 
markets for Japanese products. Japan’s serious deficiencies in 
many classes of raw materials were to be made up for in this way, 
and a much higher proportion of the Japanese people was to be 
found employment, eidier in industry at home or in the tasks of 
government or economic supervision abroad, so as to reduce the 
pressure of population on the crowded Japanese islands. At one 
time there had been a deed of talk about the need of Japan to 
find outlets for mass emigration of its surplus people, but in the 
period of rapid J apanese expansion before and during the second 
World War much leas was heard of tiiis. The idea W'ith which 
Japan entered the war was not mainly that of gaining territoiy to 
which Japanese citizens could migrate in large numbers for the 
purpose eitlicr of tilling the soil or -pf working in the factories, for 
in either of these tasks the Japanese would have had to compete 
with native populations accustomed to cvei! lower standards of 
living. The main idea was that of building up in the Far East a 
huge consolidated area within which there would be large enough 
markets, as well as sources of raw materials, to provide a basis ibr 
a greatly expanded Japanese industrialism, and also openings for 
great numbers of administrative and technical ermaloyees wiio 
would take over the key posts in the industrially mwe backward 
areas, as they had done in Manchuria during the period of 
Japanese penetration. The policy, therefore, did imply tjome 
migration; but the migrants were meant to go, not as ordinary 
settlers to compete with the native inhabitants of the areas to 
which they moved, but as supervisors — ^industrialists, merchants, 
administrators apj technicians — ^who would occupy the higher 
and better-paid posts, This was a much more realistic conception 
than the earlier notion ofinass emigration, for it had Ijeen shown 
clemly enough in Manchuria that Japanese settlers would be 
quite unable to compete as ordiruuy producers with Gliinese 
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emigrants nsed to lower standards of living. 'Ihe leadens of the 
Japanese State I’calised that Japanese citizen.s c,ould settle down 
abroad only as conquerors and organLsurs of exploited peoples 
more backward- than Japan in the art.s of production and war. 
That wait partly why the Japanese problem wa,s ii!.soluble in tenn.s 
of peaceful co-operation. Merc ontletN Ibr jreaeelu! emigration 
would have been of no use to them, even if they could have been 
found. Where there wore empty lauds the climate was in most 
cases unsuitable, and even where it was not they would have been 
in no position to compete economically as ordln.ary settlers, 
Japanese expansion, unrestrained by any_ moral scruples, therefore 
took the form of attempted concpiest with the |)urpose of super- 
imposing a JJajianesc governing and administrative class upon the 
conquered countrit;s and of ex])loiting the peoples of the so-called 
*Go"proi?perity Sphere’ in the interests of Japan. This type of 
c.xpansionism was the more dangerou.s l)ecau.sc; it fitted in so well 
with die militamtic temper of the classes wJiich were chiedy 
dominant in Japanese society and were in a po.sttion, in the last 
resort, to override political opposition within the country itself. 

Militarism and Politics I 

Under the Japanese system which exi.stetl up to the surrender of | 
1945, the centre of gravity had been for a long lime the army, with i 
the navy taking second place. The political psu'lies were relatively | 
unimportant, and were easily swept aside in limes of crisis, despite j 
their close links witli the groat industrial coneerns -"Mitsui, Mitsu- ; j 
bishi, and the rest—wliich dominated large-scale industry. In j 
Japan, indu.stry iincTthc; State hail long gone hand in hand. The 
great combines expected and received the utmoist help from the 
State in expanding and in consolidating their position in world 
markets; but in return they Regarded themselves as servants of the ; 
S tate—by which I mean, not merely as servants of the Parliament 
or-the political Government, but much morct as servants of the . 
great military machine which was in the last resort the State’s 
controlling power, 1 

Japan was, in effect, a fully-fledged totalitarian State long 
before Germany. For a short time after the first World War, while 
it was believed that the League of Nations might become a reality 
and democratic forces might prevail in Eurojje, some homage was ' 
paid ill Japan to notions of parliamentary democracy. But the 
mood passed as soon as, in Europe, the old games of power- 
politics wepe renewed; and even before Hitler had come to power 
In Germany, Japan had opened in Manchuria and China the first 
stages of the campaign for military hegemony of the Far East. The 
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Manchurian crisis was, indeed, the fkat plain and obvious defeat 
of the League idea in a major cpnflict; and Japan was quick to 
apply the lesson that no notice need be taken of the Western 
Powers’ professions of loyalty to it, , 

The Japanese leaders were, of course, well aware that, in these 
days, no country can play power-politics on the world stage with 
lasting success unless it has, or can acquire, essential sources of 
power, such as oil, and in addition to these the economic 
resources needed for building up great paetal, electrical and 
chemical industries. In these respects Jaiaan is, by nature, none 
too well equipped. Japanese coal resources are not inconsiderable, 
but they are of low quality, and a substantial part of them, in 
Southern Saghalien, has now been lost by cession to the Soviet 
Union. There is not much iron ore in the country, to serve as a 
foundation for a self-subsistent steel industryj and many of the 
vitally important non-ferrous metals are either absent, or present 
only in small amounts. Raw and semi-manufactured materials 
have accounted for about 8o per cent, of Japan’s total imports, as 
against about 12 per cent, for manufactures and 8 per cent, for 
foodstuffs. Cotton forms the largest single item in this bill for 
imports] but iron ore, pig and scrap iron, and other metals also 
figure largely, as well as oil and rubber, 

Industry in Japan 

Japanese industrialism has been an affair of strong contrasts. 
Side by side with huge, very modern establishments there has 
been a wide prevalence of very small-scale enterprises, still carried 
on by primitive methods. It has been said tlfht Japanese industry 
is a mixture of the eighteenth and twentieth centuries, with the 
nineteenth century left out. But the control of finance and market- 
ing has been much more ceirtralisejJ than production; and the 
numerous tiny enterprises have depended for their markets largely 
on the big combines, which have been by no means confmecito 
single industries, but have spread over almost the wlrole field, con- 
trolling banks and merchant businesses as well as the modem 
factories. The Mitsui combine, which controlled about a qaartcr 
of the total caj)ital invested in joint-stock enterprise, was pre- 
eminent in mining; the Mitsubishi combine in engineering and 
shipbuilding; the Sumitomo in steel and non-lcrrous metals; the 
Yasuda in shipping and colonial expansion— and they were all 
actively cqacerned in foreign trading, and dealt not only in their 
own products, but in tlfose of the smaller-scalc producers who 
were under their control through their financial power. 

Exports were ireeded in large quantities to meet Japan’s bill for 
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imports, though the country provideelmost ol'its own food, except 
soya beans, which came from Manchuria. Cotton and wool had 
l)oth to be iruported, and cotton was the basis of Japan’.s greatest 
export trade, and accounted for nearly a fifth of total exports. The 
materials for rayon and staple libre, in wliicli Japan Imd built up 
a great production, could iiuiinly be found at hoine, though some 
wood"iJulp was imported; and of counse Jajnin was by lar the 
^\'orld’s greatest producer of raw .silk. But japanc.se indiLstry as a 
whole was heavily dependent on supplies from abroad; and one of 
the principal aims of the <‘xp:«isionist policy Iiad been to bring 
under Japanese control territorie.s ivliich could produce the 
materials needed and receive Jajiancsc prodiK’.ts in return. Korea 
and Manchuria were already valual ile sources of materials, as wdl 
as niarket.s, for thc.Japane.se; and Chitia was potentially a great 
reservoir of niaterial.s as well as an enormous market ibr cheap 
consumers’ goods. If the aims with whicli Japan entered the war 
had been achieved, the Dutch Indit;.s would liave been brought 
rvilhin the closed circle of 'co-pros])ei*ity’ as .suppliers of oil and 
rubber. Malaya’s rubber and thi, Burma's oil and rice, India’s 
cotton and pig iron would have become purchasable with 
Japanese exports without tlie need lor other si>urce.s of foreign 
exchange; and in due course Ghina would have been developed as 
a .supplier of a wide range of mineral and other products and 
would have come to be related to the jajianese economy much as 
the Nazis aimed at turning Eastern anil .Southern Europe into 
suppliers of (he raw and semi-inanuiaeturcd products needed for 
German industry- -and on similar unfavourable terms of 
exchange. 

In a comparative sense, Japan was not a higlily industrialised 
country. In 1930 just over half the total occupied population was 
engaged in agriculture and dishing, and less than sjo per cent, in 
industry and mining. Transport accounted for only 3 per cent.; 
but distributjon and commerce stood very high, at 17 per cent., 
on account of the large numbers of small shegw and the extensive 
preoccupation with foreign commerce. In industry, textiles 
accoilnted for a high proportion of total employment; and more 
than half the total number of industrial workei^ were employed 
in tiny workshops employing fewer than live workers. 

TJie Future of Japanese Industries » 

This meant that Japanese heavy indu|try wm a highly artificial 
structure, dependent almost entirely on a few Wg combines and 
on the support cd’ the State, It did not produce at all largely for 
export, teve;^where materials: pin^ by it entered into light 


finished goods, such as bicycles and small metal ware. The total 
eradication of the heavy industries would have very much less 
effect on the conditions of the Japanese people than that of the 
Ruhr would have on the Gennan standard of life,. The priitcipa! 
exception to this generalisation is shipbuilding, in which the 
Japanese had built up for themselves a very important position. In 
the years jtist before 1939 Japan’s shipyards were launcbing at the 
annual rate of about 450,000 tons — about the same as Germany, 
and very much more, than any other country except the. United 
Kingdom. This industry of course depended on the heavy indu.s- 
tries for its supplies of materials and components; and it under- 
went further intensive development after 1939. I'he loss of the 
shipyards, or a severe restriction on their scale of operations, 
will gi’eatly alter the conditions of Japan’s economic life, and 
will probably be one of the most effective penalties that can 
be imposed with a view to preventing future aggression, It will 
not prevent Japan from remaining in the world market as a large- 
scale exporter of consumers’ goods; but it will clfectively check 
the resumption of imperialistic policies of expansion based on 
maritime power. 

Deprived of heavy industries and of a proportion of its ship- 
yards, Japan would naturally turn more intensively to the 
development of light industry. This, which is evidently the 
intention of the Amei-icans, now in virtually complete control of 
Japanese affairs, is not at all to the lildng of the leaders of in- 
dustries, such as the Lancashire cotton industry and the 
Birmingham light metal trades, which fear Japanese com- 
petition in the world market, particularly iif colonial and other 
economically backward territories. But from the standpoint of the 
peoples of such territories it is the best thing that could happen. 
The Powers which arc in possession of colonies whose populations 
are very poor and backward will be ^ilty of gross exploitation if 
they attempt to monopolise such markets for their own manp- 
factures, regardless of the prices charged. As Sir I-ISrold Butler, 
when Director of the Inteniational Labour Office, pointed out in 
one of his Annual Reports, cheap Japanese bicycles have b®en a 
godsend to peasants in many backward areas. These bicycles have 
not been bought mimd o£ the bicycles offered by Coventry or by 
the manufacturers in any of the more advanced countries. Tliey 
have been bought jiiainly by persons much too poor to afford any 
bicycles at all,^ unless the Japanese had offered a ^ remarkably 
chca;p a.rtide. Similarly, cheap Japanese textiles have been bought 
by millions of persons who could by no possibility have afforded 
Lancashire’s .superior products; and the same thing could be said 


of many other goods produced by the lighter industries of Japan. 

It is greatly to the world’s interest that the skill of tlie Japanese 
in making really cheap consumers’ goods stiitaijlc for the popula- 
tions of poor aij,d backward countries shall not l)c wasted. Gradu- 
ally, no doubt, the backward countries will learn to make for 
tlieinselvcs many of the consumers’ goods which they need at 
present to import; but they cannot, for a long time to conic, meet 
more than a Jfaction of their diverse needs out of thtdr own pro- 
duction. i'liey would, indeed, mcrijly wreck tlicir own chances of 
producing ut reasonable costs if llu;y were to spread their efforts 
to set up their own nuinul;ictnre.s over too wide a field; and they 
have a right to be assurt^d that t he moii? advanced countries will 
not, in the supposed interests of their own manuliicturers, seek to 
exclude Japanese good.s_ from the colonial markets. I say “sup. 
posed interests,” because I am sure that the real intere.st of the 
more advanced countries lies in doing all that can be done to 
improve living .standards in the more backward, llie hope of 
exports fill' the advanced countries lies in anything that will make 
the poorer peojiles of the world lietter off; and tlicrc te no doubt 
that the inclu,strics of Japan, given the requisite acct\ss to the 
world’s markets for light consumers’ goods, can make a consider- 
able contriliution to this. Before the war, aliout 45 per cent, of 
Japan’.s total (ixports consi.stcd of tex(il(\s, and the rest mainly of a 
most varied range of consumers’ go<wls, from l)lcyc.les atid electric 
lamii.s and bulbs to pottery, glass, tinned and bottled foods, and 
paper-ware of many kinds. 

The, ‘€lie/ip Ltihour’ Argument 

It has .sometimes been argued that it is fair and rcasonable-- 
even ajiart from any punishment for war guilt, or* from any 
raeasuita neces.sary to prevent a re.sumption of Japanese aggres- 
sipn— "to exclude Japanese goods because they are the products of 
cheap labou?'. But the labour with whidi they are made is cheap 
only by the standards of the advanced coimtries t it is sub.stan tially 
better paid than the labour of most colonial peoples, or thEln the 
labour of Indian and Chinese workers. Tliis remained true despite 
some fall in real wages in the ’thirties, largely M a, consequence of 
thewidespread agricultural distress. This distress in turn was clue 
mainly Jo the collapse of raw silk prices wbioli followed on the 
depression in the United States. A large proportion of Japanese 
small famjers had relied on the cultivation of the silkworm as a 
secondfu'y source of income; and when tins source almost dis- 
appeared in the slump, there was no way of making it good, and 


the daughters, and to a smaller extent the sons, of the poor culti- 
vators were forced into industry afc whatever wages they could get. 
Nevertheless, Japanese industrial wages renaained substantially 
higher than those paid in other Asiatic countries; and it is an 
absurd notion that peasants much poorer than the Japanese 
workers ought to be prevented from buying Japanese goods 
because they are products of ‘sweated labour.’ 

Heany Industry and Imperialist Penetration 

As against the desirability of allowing Japan to resume the 
development of the lighter industries for export, there is a plain 
necessity to cut down dr^tically the heavy industries which have 
been used, under the control of the militarists and of the great 
combines, mainly as instruments of political aggression. If Japan 
is to be allowed to remain an important producer of metal goods 
— as I thinlc it must be in order that the poorer peoples of the 
world may not be deprived of supplies for which they can afford 
to pay — there must at any rate be rigid control of both the home 
production and the import of the metals themselves, and a strict 
limitation of those branches of metal-working which are capable 
of forming a basis for a war economy. Japan’s metal manufactur- 
ing industries used to depend largely on imports, including large 
quantities of scrap metal from the United States, as vyoll as jrig 
iron from India and iron ore from China, Malaya and Australia. 
Of these countries, India is likely to make rapidly increasing use 
of its pig iron in its own steel-making plants, and China and 
Australia are both likely to become considerable producers of iron 
and steel. The key to the control of Japanese metal manufacture,^ 
to the extent to which it is allowed at all, will be the regulation of 
the export of scrap metal from the United States, for, without 
large supplies of scrap, Japan is very iU-placed for the building up 
of any extensive manufacture of metals. Given this regulation, it 
should be quite possible to work out arrangemejits whereby 
Japan can remain in the world market as a producer of finished 
light metal goods without any danger of the permis-sion resulting 
in the creation of a new war potential. There will also have tt> be, 
as a matter of course, strict regulation over the import of the non- 
ferrous metals, on the same lines as the controls to be established 
for this purpose in the case of Germany. 

• 

Sino-jfapanese Relations 

The discussion of the fTiture of Japanese industry §nd of the 
Japanese people cannot well be carried further without bringing 
in the factor of relations with China^and also that of the future of 
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Japan’s dependencies on the continent of Asia. The Japanese, as 
the Brxt stage of their expansionist policy, songiit after the war 
with Russia in 1905 to build Korea and Kwantnng and the 
southern half of the Russian island of Saghalien, with its coal 
deposits, into a consolidated Japanese ein)»rc, Tire second stage 
was reached with the occupation of Mantdiuria, where the 
Japanese already held Kwantnng and tlic South Manchurian 
Railway Zone, in 1931; and the third with tin; virtual annexation 
of Ghina’s Mongolian provinces in 1935. A further stage was 
reached two years later, when thcj Japanese occupied the whole 
of the provinces of Chahar and Hopeh and ino.st of Suiyuan and 
Northern Shansi. Since then, of course, their armies have ranged 
lar and with; over most of China, including tlie south; but the 
original penetration was rather in tlie nortli, and Japanese 
intiuence was most firmly entrenched in the northern provinces. 
The areas there conquered by the militarists were placed under 
puppet Governments wholly subservient to Japan, and were held 
down by armitjs of occupation instructed to “live on the land," 
so a.s to make little call on Jajran it.s(df Ibr .supplies. In no other 
way could the Japanese have afforded to follow the policy of rapid 
military and economic expansion which the militarists were deter- 
mined to carry through; and the .Hulistxpient extension of this 
.same policy of “living on the land" to tin: ivhole occupied area 
Ijccame the basis of Japanese achicvcnneiU in lace of the iimifed 
resources of the liotnc country. 

JSt'om and Mtiiwhuria 

Even after the Jafniacse had been driven out of tlie areas which 
they had oavupied after Pearl Harbour and out of the vast terri- 
tories held by their armies in China proper, there remained the, : 
problem of expelling theni,, li-oin their iiosition on the mainland 
lurthcr north. Here they had long held Korea, formerly an indc- 
pMidcnt country, economically and politically backward, but 
possessing considerable natural resources, and, in addition, tlicir 
influence had been strong in Manahuria, which they had 
repeatedly attempted to incorporate completely in the Japanese 
economic empire. 

^ In Korea a nationalindcpendent movement of a sort had con- 
tinued in existence throughout the period of Japanese rule, but it 
had tot contact with developments Inside, the countw and 
afforded no real basis for a resumption of iadependence. Korea, 
in effect, ^became after the fall of Jlpan a disputed territory 
between the Americans and die Russiam, and was occupied by 
American and Russian armies which divided it across the middle 


into two separate zones. The importance of Korea lies partly in 
its possession of considerable mineral wealth which the Japanese 
had begun to develop. Besides a'^ubstantial output of gold and 
silver, it possesses tungsten, lead and copper, and also some coal 
and iron. Korea has a population of about 25 niilfions, and large 
numbers of Koreans have in the past gone to work in Japan, 
where their readiness to accept low wages provided industry with 
supplementary sources of cheap labour and thus helped to keep 
down Japanese wage-levels. As against this migration of Koreans 
to Japan, there were in Korea in 1939 irearly 600,000 Japanese, 
mainly holding military, administrative and trading positions, 
and their expulsion has presented a dilEcult problem, as most of 
the key posts have long been in Japanese hands. Even if there had 
been no dispute about spheres of influence between the Russians 
and the Americans, the restoration of Korean independence 
would have been by no means a simple matter. In face of this 
rivalry, the difficulty is greater still. 

In comparison with Korea, Manchuria is an empty country, 
with a population of about 40 millions spread over an area of 
500,000 square miles. The population of Manchuria consists 
largely of immigrants, mainly from China and Korea. There were 
in 1939 about 350,000 Japanese, but more than half of these were 
in the special Railway Zone; and here agaiir most of them 
were soldiers, administrators or traders and not agricultural 
settlers or ordinary industrial workers. It is often saici that the 
reason for, Japan’s failure effectively to colonise Manchuria was 
climatic; but the main cause was rather the inability of Japanese 
settlers to compete economically with Ohiwese and Koreans, 
whose standards are lower. 

Manchuria, despite Japanese activity in the Railway Zone, is 
still mainly undeveloped. It possesses much coal — for the moat 
part not suitable for coking— and, thdUgh it has no petroleum, it 
possesses shale depo.sits which can be very cheaply worked. It^is 
also rich in iron ore, of rather low mineral content, ai^tl situated at 
a considerable distance from supplies of suitable coal. There is 
also some gold. But the main economic activity of the Man- 
churians is the production of soya beans, of which they are by far 
the world’s largest exporters, with Japan as the principal market 
Manchuria’s iron has been of the greatest importance to Japan as 
a source of war supply; but the soya beans of Manchuria are no 
less indispensable to the Japanese in peace than in war, not only 
as a foodstuff, but also as fertiliser and as a source of raatcrials 
for a wide I'ange of industries, from soap to plastics*'and from 
paints to rayon. There are also in Manchuria vast forest areas, 
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still very little exploited: there is room for many millions more 
settlers, provided that they are prepared to work on equal terms 
with those Avho are already there. 

Manchuria, even more than Korea, is a disputed .sphere of 
inlluence. The •national Chinese Government of Ghiang Kai-.shek 
claims the whole area as part of China, and .seeks to re-establish in 
it full Chinese control. In this Chiang Kai-shek has the support of 
the Americans; and the treaty between China and the Soviet 
Union recognises Ghinese sovereignty while granting to the 
Russians certain special concessions in the Dairen peninsula and 
in the Railway Zone. .But the po.sition is complicated by tlie 
political comjilcxities of the Chinese sittiation, for the position of 
the Ghiang Kai-shek Government i.s di.sputcd not only l)y the 
Ghinese Gomrmmists at Yenan but also by large bodies of local 
‘Gommuni.sts’ and other irregulars in Manchuria itself. Tlu; Red 
Army occupied Manchuria in the last stages of the Japanese war; 
and, in withdrawing slowly in accordance with the ti:rm,s of their 
agreement with the Ghinese Government, the Rassians removed 
as much equipment as they were able to take witli them a.s war 
booty, and seriously dislocated Manchuriau industries as a result, 
The Americans, giving full support to the Chinc.se Nadonal 
Government, objected strongly to these removtds, and also 
accused the Soviet Union of giving help to the Chine.se and 
Manchurian Communists in resisting the rcoccupation of Man- 
churia by tlic Chinese national forces. Repeated attempts have 
been made to arrive at a settlement mider which the Com- 
munists would agree to the occupation of the country l)y Ghiang 
Kai-shek’s forces, tyid various truces and cessations of ho.stililic8 
have been actually arranged, only to break down repeatedly in 
face of the continued deadlock between iIk: rival Gowniments in 
China itself. Oir the whole, the struggle has gone in favour of the 
Americans and of Ghiang Kai-shek, but it Ls by no meam at an 
end. 1'he Communists have been driven out of most of Southern 
Manchuria ♦by American-equipped and American-U'amported 
Chinese Government forces; but their hold remains strong in the 
northern part of the country, and the fate of Manchuria is bound 
up with the general conditions of political settlement in China 
itself. The Soviet Union and the United States are still actively 
disputing the future control of Manchuria’s large and largely 
undeveloped economic possibilities. 


China, *with its vast temtory and population, now ranks 
officially as one of the five great powers which hold the leadership 
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of, the United Nations. Its power, in the near future, to play 
effectively a part corre.sponding to its noininal .standing among 
the nations remains in doubt. lUicre has l)een much dispute in 
recent years about tlie extent of China’s natural rc;.sourccs and the 
practical possibilities of their economic, devchlpment. These 
resources tire still in great part unexplored and lht.*ir tpiantity 
unknown, and the most various estimates of them have Ijceu 
made. According to some authoritic.s, China iOTf>scs,sc.s sufficient 
materials to become in due course one of the world’s great indus- 
trial nations. According to othens, the rcsourctis themsdvc.s are 
much more limited tlum ha.s lieen suggested and are .so ill-placed 
in relation one to anotlier and to the means of transport as to init 
heavy obstaGle.s in the way of their effective use. I do not profess to 
be able to unravel this tangle of conflicting estimates liascd on 
scanty evidence. It is, at the least, true that China does possess 
resources adequate for much larger economic development than 
has at piTsent taken i,i!ace. Indeed, the acquisition of these 
resources was one ol‘ the main motives for the ,) apanesc invasion 
of the country, and Japan, during the period of occupation, did 
at least something to mobilise Chinese materials and to further 
the development of Chinese industry as an auxiliary to that of 
Japan. Tlie actual accom’plishments of Japan in this field were, 
however, very limited, for the Japanese thems<;lvc.s lacked the 
means of providing China with the cajjital cquipniont needed for 
the development of China’s raw matcria}.s or for improving the 
sy.st;eins of transportation in the interior of the eomury. Con- 
seciucntly, the Japam’se were able to do little more than get what 
they could out of enterprises which had been instituted before 
their arrival on the .scene, and, even so, tlieir efforts were in ni.'tny 
cases hampered by the precariousness of tludr hold on the 
country. 

In effect, although the Japanese tlrmies, begimiing in Man- 
churia in 1931, steadily overran the greater part of China 
province by province, the Japanese writ never ran lii? beyond the 
actual places where armed forces were stationed in .strength and 
the lines of catnmunication which were kept under Japijincse 

S iard. Over a large part of the area nominally occupied by the 
.panescj guerrilla armies continued to operate betwem the 
Jap-ancse lines, and, as fast as the Japanese armies moved to new 
positiohs, the areas which they vacated were apt to slip from their 
control. The pupplt Coveraments which they instituted in various 
pai'ts of the country had dittle authority, and to a considerable 
extent the invasion meant for the villages rather the 'disappear- 
ance of.allccntml government than the, .substitution of Japanese 


for Chinese central authority. To the fullest extent that was 
possible, the Japanese were instructed to “live on the land,” so as 
to make the smallest possible dldls on supplies from .Japan itself. 
This reacted seriously both on the peasants, who suffered heavily 
from requisitioning, and on the town populations, who br-camc 
the victims of large-scale inilation, and the general elfect was that 
of a dissolution of authority and an increase of insecurity, (‘ven 
beyond what the Chinese people had been used to under the 
succession of precarious regimes that had held power since the 
revolution of rgia. 

The Kmmintang and the Chinese Communists 
To the evils wrought by Japanese invasion were added, 
throughout the period with which wc are dialling, those of civil 
war, 'I'he Govci'iimcnt of Chiang Ki:u-.shelc and the Kuomintang 
has at no time held authority over the whole of those parts of 
China that have been free from Jajjanc.se occupation. Always 
there have been rival Governments— formerly tho.se of local war 
lords or provincial governors who refu.sed to obey the orders of 
the centre or to collect its taxes for it, and latterly those of Com- 
munist China, fir.sC in the .south-east of tlu; country, and tlien, 
after the historic march of the. Eighth Route Army, far away in 
the north-west. 'I’lio Kuomintang, once the parly of nationalist 
revolution and the proclaimed inluadtor of the celebrated ttvsta- 
mtint of Sun Yat Sen, came, after the suciccss of the revolution, as 
such uationuli.st parties arc apt to do, mainly under the domina- 
tion of its riglit wing supporti'rs, and the tactical errors of tlic 
Soviet Union in luwidling the Chinese probltnn in the igao’s led 
to a complete linaich between the Kuomintang and what had 
been its own Left Wing. After Uic breach there arose in China a 
new kind of Gommnaism, no longer closely attached to Moscow 
but following a policy ol'*its own, with land reform and tlie 
lightening of debts in the interests of the peasants a.s the main 
features of its social policy. Against this policy of agrarian reform 
the reactionary leaders of the Kuomintang set their laces, and 
under their inlluencc Chiang Kai-shek fought a war on tw^t) 
fronts—against the Japanese and against the rivaTCommumst 
Governments in China itself. The Gliinese Gommuni.st,s, for their 
part, fiercely re.sistcd the Japanese, and succeeded in building up 
an array whidv was remarkably efficient in guerrilla lighting, 
de.spite severe shortage of milicap' supplies. By comparison, a 
large part of the huge anny nominally fightiBg for the National 
Govcram&t showed itself utterly inefficient, partly because it too 
was seriously short of modem weapons but also became service in 
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the armed forces came for literally miliioits of Chinese to be the 
onlys or at all events the easiest, way open of getting fed in a 
country menaced with mass starvation. It is generally recognised 
that one of the most urgent tasks in Ghitia to-day is to cut down 
dra!3tically the numbers of men in arms; and in tlie negotiations 
that have repeat t'dly taken place between the rival Governments 
of Ghungkingu and Yenan an agreed sealing-down of tin; armed 
forces has .always lieen one of tlic main point.s. It i.s, however, not 
easy to nxluce armie.s where there is no work awaiting the dis- 
banded soldiers, for under such conditions the disbandment of 
regular forces may ea,sily lead to a great iiKTease in the aimmnt 
of sheer banditry. The vast numbers serving in tlie armed forces 
of the National Government are at any rate uinler .some sort of 
discipline, even if it lie very lax: and disbandment might easily 
lead to uncontrollatsle outbreaks of lawlessiu\ss over ii large, part 
of the country. As against this, the inlluence of the reactionary 
war lords who have continued to exert great power inside Cliiang*s 
Government rests on their retention of large military forces under 
their own control; and the eireclivc disbandment of the.se forces 
would be a big .step t(jwards an increase in the inilutince of the 
more progressive elements inside the KtionuTUang and (jf the 
smaller progressive partit's which have grown up outside its ranks. 
It is notew'orthy tiiat Gcncrtd Marshall, who had liecn engaged 
for more than a year before his appointment a.s United States 
Secretary of State in taideavouring to arrange ajt accommodation 
between the Kuoiniutang and the Chinese GotnmunLsls, laid, in 
ins report upon his ini.ssion, the major ptirt of tlie blame for its 
failure on the reactitmary elements in the .KMomintang Govern- 
ment. 'llie Chinc.se militari-sts who siiminnded Ghiang Kai-.shek 
were, according to his account, altogether unwilling to tdlow any 
reforms that would lead to ti weakening of their (twn feudal power. 
This judgment was the more remarkable, tts coming from the 
emissary of a Goveritinent fiesrecly oppo-sed to Commmnsnr at^ 
engagea in aiding the Kuomintang Government to ckdeat it wiBt 
American munitions, American transport, and American 
financial aid. Moreover General Marshall, while apportioning 
to the Coromumsts their share of blame, was sunprisitigly ready 
to acknowledge the existence of liberal tendencies among iheffi 
and the value of their sodalachievements in the areas under their 
control. In January 1947, however, the United States Govern- 
ment Mxiounced That its attempt to mediate between the 
Kuomintang Govemmerji and the GQmmimi.sta had been 
defimtdy given up, and that the remaining Americtin iSrees were 
t jvjoy,, moved back to Nangking. 
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being withdrawn from Chinese territory. It was left uncertain 
whether the projected Americun loan to tiu; Chinese Govtaaiment 
would be granted, or would ftje held tip pending satisfactory 
measures of rul[orm in the Governnient’.s conipo.sition and policy. 

What Happened to Chinese Industry 
Inevitably, Chinese industry has .sullered severely under the 
cojidition.s of war and civil war, 'Hie great centre of developed 
Chinese industry — Shanghai—ieil early under Japanese occupa- 
tion. The Japanese also got control of tno.st of tlie more important 
mining enterprisc.s. The Chinese, in their withdrawal from the 
areas which were overrun, did their best to carry away with them 
such factory and workshop equipment as it was jtossiitle to move, 
and many small-scale iudush'ks were .started up again far in the 
interior with the aid of plant titat h;id Itcen removed in t}u.s way. 
Much of this transferred industry came under llte control of the 
Chinese Industrial Co-operatives, which gave a remarkalde 
demonstration of the Chinese capacity for improvisiitionj but the 
supply of machinery and equipment at the disposal of the Co- 
operatives was very small indeed in relation to the requirements 
of the areas remaining under Chinese control, and many of the 
methods used in the factories established in tiie interior were 
necessarily very j^rimitive and inefficient by Western standards. 
All Cliina, iind not merely the arcii,s under Japanc, sc control, has 
been sufferitig from an .ncule shortage oi' every tyiw of industrial 
goods, iudiKiing textiles and other consumers* goods, as well as 
the products of th^ engineering and other inclal-working itidus* 
trie.s. Tliese con{litioti.s have led, in the areas under Kuomintang 
control, to an inllaiion of prices even tuorc fanttistie than has 
occurred in the aretus under JapEinesc occupation, and the Kuo- 
mintang Government has .sliown itself cntirelv incapable of hand- 
ling the .situation. Coascqucntly, .sucli luidtlle clasHe,s as existed, 
ill China ht^vc been largely ruined, except where they could find 
salaried jobs in the government service. Wages of industrial 
workers, alw.iys very low, have hettn sharply reduced in purchas- ^ 
ing power, and the peasants have sullered heavily from requi- 
sitions to feed the town dwellers and the vast numbers undei' arms. 

The Americans in China 

Clearly, ^therc is no remedy for this situation without a large 
increase looth in Chinese production and in imports from abroad. 
During the war China was for a long time almost cut off from 
external supplies by the closing of the Burma Road, and sruch 
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supplies as did reach the country were destined mainly for mili- 
tary use and did nothing to x'clieve the general slutrtage. When, 
the Japanese forc.e.s had been liq^iidatcd help Ironi U.N.R.R.A. 
served for u time to stave olf alxsolnte collapse; but this source of 
help was due to couu'. to an end early in 1947, .'tod it wtis dear 
that a terrible crisis would follow unless some stilistitute was found 
for a further pfu'iod. Now that, before long, China has to face 
its own i’uturci I'ree i'rom the menace of .j;i.p:m, the grciite.st 
need is to establish internal conditions of tranquillity and to 
secure a (jovermneut tlurt will be able to concentrate, its attention 
on rescuing the population from its economic; plight. There arct, 
however, still powerful isolilical obstacles in tlu; way exf this. Sin«:e 
the Japanese collapse, the Unitcxl Stalt;s rorctts, which .shared with 
the Chinese in the ta.sk of clearing the country, have hecni giving 
strong support to the Government of Ghiang Kai-shede, and 
American influence has almost completely ousted other European 
influence, s on Chinese devtdopinent, except iti tlwj districts under 
Chinese Communist controi. The American ptfliey, in China as 
elsewhere, is that of securing the largest ptwsible openings for 
private capitalist enterprise, and accordingly of supporting the 
capitalist iorces within the country ttnd in.si, sting on the “open 
door” — which is, in [tractice, a door wide open to the Americans 
themselves and very nearly closed to cveryltody else. I'lie British 
are still installed at Hong Kong, which used to be a great centre 
of the enlrepSt trade between China and the outside world; but 
the trade of Hong Kong has been reduced for the time being to a 
trickle, and British intlucticc in Shangluii and in the Yangt.se 
Valley Im.s been very nearly eclipsed. The f^te of Glu’na dearly 
depends in th&se dr{:um.stance8 largely on the Arncricans, and it is 
evident that if China is to receive any 8ub.stantial oul.sidc help in 
the tasks of restoring and developing its economic strength, this 
help will be bound to come mainly from the United States, and 
therefore mainly in forms based on the assumptions of private 
capitalist trading. , * * 

Chkng Kai'-shgk and the Communists 
In order: to clear China for penetration by American traders 
and investors, what the American Government wants is a Chinese 
Government effectively in authority over the whole of China and 
strong in its hand ling of internal Gnincse probletnsi The i^uMtion 
has been whetierTliJS can be done by helping Ghiang Kai-shek 
and the Kuorointang to erush the Communists or bf trying to 
arrange some .sort of accommodation which will *bring the 
Gormnumst-controllcd areas within theambit of a more acceptable 


National Government. It would be, to say the least of it, very 
difficult effectively to pursue the first of these policies, for although, 
with the aid of American arms,^Ghiang Kai-shek might be easily 
able in the long run to defeat the Communist armies in the field, 
tlie effect might only be a pei’petuation of guerrilla warfare whicli 
would seriously hamper economic recovery. Accordingly, Iht; 
Americans, while helping the Kuoinintang Government to drive 
the Communists out of the more easily conquerable arcus, did 
also make some attempt to liring Chiang Kai-shek and tlu; Chinese 
Communists together in an endeavour to reach an accommoda- 
tion, and there has been during the period since the Japanese 
collapse a whole series of negotiations, truces and breaktiowns, 
ending, as American policy became more and more anti-Com- 
munist, in the Americans’ decision to throw tluur weight wholly on 
Chiang’s side. American policy had vacillated between full 
support of Chiang Kai-shek and tlic attempt to induce iiirn both 
to come to terms with the Conmnmists and to introduce substantial 
reforms into his own administration. Chiang Kai-shek, personally, 
would probably like to introduce some reforms, but he is sur- 
rotmded bv reactionary influences which he is afraid to antagonise, 
and although on paper tlic Kuoinintang Government has been 
reformed more than once tlic underlying realities of the situation 
have not been greatly changed. It is true that a nominated 
National Goiivcntion, which the Cammimi.sls and a number of 
the progressive groups refused Co atu-nd, adopted at the begin- 
ning of tt)47 a relatively liberal new Coirstitutiou which vva,s due 
to come into operation ti year later. This wa-s done at Chiiuig’s 
personal in.si.steiu;era]Kl partly under Amerieiui pi'c.s.sure; but 
whether the new system w'ill lie allowed to come into operation 
when tilt; time tu'rives ha.s still to be .seen, It m one thing in China 
to adopt a liberal ‘paper* Consliluliou; it i.s quite another thing 
to make it work if the militarists and the rich 8 upparter.s of the 
Kiionfintang are against it. In the incantime, the negotiations 
broke downdargdy tivcr the demand of tiie National Govern- 
ment, backed by the Americans, that the Yenan Govern- 
ment should bring its armies under the control of Ghkng Kai- 
shek, by merging them in the national Ibrcra, botli Communist 
and Kuoinintang armies being at the same time drastically 
cut down in numbers. The Gomraunists did not reject these 
demands in principle, but insisted on conditions, about the 
the retention by the Communist ai'mies of their separate identity, 
about the reform of the central administration at Chungking, and 
about the'retention of control over areas from which they have 
been chased with American, help. 
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China’s Economic Future 

The entire political outlook wias altered in March, iM- 7 s 
the capture, of Yerian, the Communist capital, by Chiang’vS 
forces, and remains uncertain as I write. Supp(jse.that, somehow, 
the difficulties are overcome and China settles down, either under 
a single riiformed National Government or alternatively under two 
rival Governments with defined territories and witli treaty rela~ 
tions wiiich, for the time being at any rate, jjut an end to actual 
fighting. What, in tltese circumstances, will it be })o.ssiblc to do 
for the devtJopnient of the Chinese economy and 1 ‘or the raising of 
the appallingly low .st!indard.s of Jiving which prevail in every part 
of the country? 

The sheer economic problems of development in China are 
largely the same as those which confront India. In one sense, the 
difculties are even more formidable, because China has no nest- 
egg of cre,dit.s in London or elsewhere, on wliieh drafts can be made 
to set the process of capital investment at work. On the other 
hand, the Americans arc deeply concerned in tiie development of 
China as a market for United States products, and have ample 
supplies of capital w'hich they can use for the development of the 
country if they are so minded. The Chine.se themsnlviis are clearly 
in no position to make any substantial contribution to the 
development of their own re.scmrces, except in the form of labour; 
and even labour, diverted from the immediate tftsk of providing 
for its own consumption, is bound to be dependent for its main- 
tenance on foreigiii finance. A vast territory, with a population of 
perhaps 400,000,000, lc>r tlie most part living near starvation- 
level even before the fighting, and now exindisted and enervated 
by fifteen years of war and blockade and of exploitation by 
occupying armies living off the land, can lie in no easy position 
now or in the near future to set .'t^iidc tiny part of Its scanty 
national income for investment at the expoiust: of immediate con- 
sumption. In the more fertile areas, the population is alresswly 
crowded together at a very high density: where the population is 
sparse, the reason is either that the fertility of the land has been 
destroyed by continuous use or that it cannot be exploited wWiout 
large prior expenditure. Denudation of forest aretw has played a 
terrible part in some large tracts, notably in central China, in 
rendering land arid and unusable, and the war has now added ht 
many places its fcrther quota of destruction. The need for re- 
forestation and for other methods of land reclaniation and 
improvement is immenll, and calls for a vMt expfnditmxt of 
capital whicli can only be provided for the most ptixt under public 
auspices. The need for more railways and— still more— for better 
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roads is not a whit le;ss pressing, and, in total, the tasks to be faced 
are so immense and formidable 4!hat nothing effective can be done 
except on a grand scale. 

Yet China, even if exaggerated estimates of its economic poten- 
tialities liavo often been made, does nndoubtedly possriss very 
considerable economic resources that are capal)ie of effective 
V development. There is plenty of coal, including tit any rate a fair 
amount of good coking coal, still mainly uncx] doited. Iron ore is 
fairly plentiful, and includes deposits of eonsicktrably higher 
quality than those of the Manchurian iron fields. China ha.s the 
lai'gest output of tungsten in the world — indts'dj inort; than half 
the total world output ha.s come from Chinese mines; tin, also, i,s 
plentiful, and in antimony as well as in tnng.steii China is the 
world’s leading producer. Manganese u.sed to Ik; mined oiui con- 
siderable scale, but the output has fallen away to very little; in 
recent years, and I do not know whether the Japanese succeeded 
in reviving it during their period of occupation. In total, China’s 
resources of raw materials are coiusideralrle, but the known 
resources are for the most part iil-plaeed in relation one to 
another, and their effective development depends on the improve- 
ment of transport facilities in areas far from the sea and as yet 
hardly opened up by rail or even by road. In Cliina, as much as 
in India, stable government is a prerequisite of effective economic 
development. It may, however, not be ncccs,sary for the whole 
vast country to lx; planned economituilly as a single tmit. Indeed, 
it is quit('. po,ssible to conceive of outiody separate; e.conomic plans 
under separate. Governments being devdo|XKl for Northern and 
for Southern Ghina;''hut for any plan to Ire ieasihlK, there must be, 
over the area covered by it, a .strong central Covernment cai'rying 
real authority, and this Government must be in a position to carry 
out the terms of any bargajjns it may make with other countries 
which are potential suppliers of the: requisite capital goads and of 
skilled techni,cal supervision and advice. This means, in practice, 
that, as far as Southern Oliina at lca.st is concerned, any CJovern- 
ment that sets out to plan for tlie economic development of the 
couniry must come to terms with the United States, and will be 
compelled to accept forms of development which are tolerably 
satisfactory to the Americans. The same conditions probably 
apply to the greater part of Northern China, for the Soviet Union 
—which is the possible alternative supplier of fweign capital and 
a.ssistance— will probably not be for stjmc time in a position to 
spare resources lor such a purpose. For this reason, the best hope 
of sparing China from a continuance of civil w'ar and economic 
destitution seems to lie in a reformed National. Government wdth 
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which the Ghincsc Gommutiists and the liberal elements in the 
rest of China will find it possible to co-operate. Such a solution 
iinplies on the American side a willingness to embark on large- 
scale capitiil development, including a high proportion of invest- 
ment which can be made only under government uvmpice.s and 
under public control. In China, as in India, tlic prime need is 
much less to develop heavy industries, or mining, or even highly- 
equipped consumers’ industries adopting the most up-to-date 
Western miHhod.s, than to in.stitute large pnlrlic schemes for the 
imiu'ovemeut of the laud and ior the development of transport 
facilitic.s l)y road and rail, l'h(\se ai'c the Ibundations on which the 
material advancement of the Chinese pcophj needs to be based. It 
will be of no advantage to them if the jnills of Shangluii arcs again 
set going at full .speed, or if tlicre is large development of mining 
enterprise for the supply of raw matcriaLs for export. Tiieir 
supreme need i,s an improvement in the basic conditions of agri- 
cultural production, and, side by .side witii this, a development of 
consumers’ industries manuiacturing goods ior the local market, 
not necessarily I)y those method.s which Western efiiciency engi- 
neers would deem the best, but rather by those which cmne 'easiest 
to hand and can be mo.st easily fitted in tci the e.xi.sting structure, of 
the ChinR.se village community. To urge tills is not to undervtiluc 
the importance, in tiic long run, of the development botli ofhcswy 
industric.s and of more advanced methods of producing con- 
sumers’ goods. Tht'se things should come in due course, l:iut, for 
some time to come, all the external capital that China is likely 
to be aide to coimmind will be needed for the lUndumental 
tasks of imiiroving agricultural itroduction and means of 
transport. 

The troulde, of course, i.s that if foreign investment in China 
continues to be dominated, as such investment has been in the 
past, by the de.sire.s of foreign fintAtcitil agencicH in search of 
materials for their own industries and of the highest poss^rlc 
profits, events are likely to take a totally different ^mrse, Oltma 
can Ik; developed as a market for American industrie.s only if the 
standards of living in the eoimiry can be raised, amt it is diere- 
fore in siccordance with the interests of American capilali-sts 
generally, aliliougli not of the particular group.s most interested in 
Ibrci^n inv<;stme.nt, to enable the Chinese to improve their basic 
conditions of pro^luction rather than to concentrate attention on 
the devdopment of heavy industries or of highly mechanised 
lactories producing largdy for export. The ciucstion is %vhethcr 
the Americans will .sec t)n.s, and whether, oven if thS American 
Government does set* it, the vested interests will not nevertheless 
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get their way, to the detriment both of American exporters and — 
what is much more serious — of^tlie Ghitieso people. 

Must China Sta^ Poor? 

Humanly, the case is clear enough, for why should China 
remain poor even if its natural resource.s prov(; to lie much less 
abundant than was widely suppo.sed not long ago? Knowledge 
should know no frontiers: tiicrc are resources enough, _wi(:li the aid 
of knowledge, to lift the people within a iiK'astiralilc futaxrc out of 
the extreme poverty in wiiich mo.st of them now exi.st. It is not as 
if the Chinese were a primitive people, at the trilial stage of some 
Asiatic and many African coimtrie,s. They are a people of high 
culture, with a large educat ed class, and a high eapaeity for learn- 
ing anything they set their minds to learn. No one, I sujipose, can 
doubt their capacity, as individuiils, to master tlie arts of modem 
production if they .so desire and are given half a chance. Ofeourse, 
tins is not the whole story; liir the values ofC.lltine.se culture corat; 
at many points into sharp conllict with the v.'dues of modern 
industrial societie.s and, to that extent, the existence; of Chinese 
culture is not a help but an obstacle to the adojition of Western 
methods of advance. But I, at any rate, find it impossible to 
believe that deep poverty, with its unavoidable accompaniment 
of ill-health, high infant mortality, and periietual inst;curity in the 
battle with nattm;, is anything lint an evil; or that there is no way 
of reconciling the pursuit of maU'vial wt'alth on the basis of 
niodorn applied science with the muiritenance of tltc .sense of 
community tuid of communal Viilut'S whiith is tni es.senti!:d part of 
the good life. Wh.atf jim .sure of is that this rectmdliation can be 
achieved only where it is the \\'ork of the jjeople themselves, 
making their own new social structure tiud not httving it: imposed 
on them from outside by ayangers whose interest in them is, at 
the worst, merely predatory and, at the Iteat, benevolent in a 
superior and^in a mainly derogatory fashion. 

Large- and Small-scale Industry in China 
^ If, »howevcr, the Chinese people are to make over their own 
civilisation, so as to develop a new culture impregnated with the 
science of the We.st, the job is bound to be hard, and success 
relatively slow, even with the help of capital goods and adviseis 
lent by the countries which are ccondmically» more advanced 
Probaply as little as India can China make a sudden leap in 
economic E^chievement comparable with the leap made by the 
Soviet IJmon, The most notable successes of the Chinese Com* 
muiiists have been in improving the conditions of land tenure— -In 
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reducing rents and getting rid of local indcjbtcdiiess and of the 
exactions of war lords and petty oflicials— - rntlicr than in attempt - 
ing to change the area under their control into the semblance of a 
modern industrial society. It may%e retorted, quite truly, that to 
attempt thi.s’ latter ta.sk has been wholly beyond their power, 
isolated as tlicy luive been and devoid of the means ofeonstructing 
anything in tlie nature of a modci'n productive estalrlishment. But 
I doubt if this isolation has been the only obstacle. The much 
lauded a(ijicvcnif'nt,s ofllu; Clunfcso Inditstrial (,l(3-operative.s have ‘ 
also liecn ratlujr in tin; iUid of .small-.scale and technically primi- 
tive production than in the adoption of modern schnitific tech- 
niques. Here again it may be answered that there has l)(3cn no 
chance for them to achieve, or even to attempt, anything else; l)Ut; 
once more the retort i.s that the Iir.st line of advance for Clliina is to 
be found much more in improving agricultural condition.s and lit 
developing snuill-scale hxaii industries tliau in n;producing ovt;r a 
vast area the inilLs of Shanghai, '.ro sugge..st this is not to dispute 
the need liir the develupmtnit of large-scale industric.s organised 
under a general t;couomic plan: it is only to raise the question 
whether, in all tlu' circmnstauces, the pace of .such a transforma- 
tion can be at all rapid, or its foundations iis.surcd, unless the 
ground is made .smoother ibr it by coitjprehcnsive. land rerorin and 
rural road-making, and also l)y the vvidesj)read development of 
industries organised, from the Western staud])oint, on somcwliat 
primitive line.s. The economics of highly mednuiLscd production 
imply in general a situation in which caiiital is easy to come liy 
and laliour relatively scarce. There are, of coui-sn, some enter- 
prm'S in wlilch nothing can be done except on a large scale and 
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stations, raihvay.s, and most kinds of mining and metal manu- 
facture, for cxamj>lc>--and up to a point such enterprises arc 
indispensable as a basis for econamic advattce. But the same is 
not true of the great textile liictorics hf Shanghai, whicli can no 
doubt produce yarn at lower co.st8 than simpler instalhitiotiS, 
where tlte question is one of profit to the, mtreprenhir, but can 
achieve little in improving the living conditions ol’the mum of the 
people. When popular welforc is the object, much greater hettcfits 
may be derived, in view of the plenty of labour, Ifom a diffusion 
of small industrial enterprises, preferably Co-operative in organi- 
sation, in provincial centres and country districts; for such small 
workshops may afford a standard of Jiving, meagre from tlie 
standpoint of the dWller in lai^e towms, but tvdl above that of the 
peasant households from which the labour can be drawn without 
any diminution in the volume of agricultural produStion, and 


with much better hope of getting the goods that are produced 
into the consumers’ hands with a minimum of middlemen’s 
charges. It is misleading to measure the output of such dispersed 
factories by ordinary commercial calculations of costs; and costs 
could be considerably reduced by concentrating cajDital expendi- 
ture on the expansion of cheap electric power. Moreover, the 
small workshop involves much less of a breach with the established 
ways of living, much less concentration of population in vast, 
overcrowded cities, and much less destruction of the communal 
basis of family life. 

Even if this is the way of development to be mainly followed by 
Chinese industry in the immediate future, tiierc will be need of 
big imports of capital goods for the improvement of transport 
conditions, the installation of electric power, and the institution of 
more advanced agricultural techniques. Faced with the.se require- 
ments, China cannot .afford, in the near future, to devote much 
capital to large-scale factory production; and there is great need 
of an economic plan designed to direct such liireign capital as can 
be made available into those uses in which it can be made best to 
serve the entire body of consumers rather than cither the profit of 
investors unconcerned with pojuilar welfare or the interests of 
other countries aiming at making the Chinese economy the 
servant of their own industrialists. 

Note: In March, i<)47, a Conference on Asian Relations sum- 
moned liy the new Gongres.s Government of India (but boycotted 
by the Moslem League) decided to set u]i a pcrnKuicnt Asian 
Relations Organist^tion and to summon a J'urtlicr Conference to 
meet in China in This Conference, .attended by Nationalist 
delegates from a large number of Asiatic count, ric.Sj including 
the Asiatic Soviet Republics belonging to the U.S.S.R., as well 
as, many others, China, Mongolia, the Philippines, Persia, Viet- 
Nam and Indonesia, is tmite independent of the Far Eastern 
Organisadonsetuphy U.N.O. (see p. 1044). It seeks to represent 
the Nationalist forces of Asia tvs a whole, and not only of me Far 
East and is an attempt by tire Indian leaders to place themselves 
at the head of an Asian Regionalist movement based on inde- 
pendence of European control. It is too soon to attempt any 
assessment of its prospects. 


CHAPTER IX 


DEVELOPMENT IN COLONIAL AREAS 


fiiE WORD ‘cohony’ has cluuigcd its iiicaiiing. It iisecl to 
ineati an area, in which settki’s ihmi a mothcr-nnuntry had made, 
their homes and set tiji a community of their own, remaining in 
political a!legiunc(t to the country Irom which they had set forth. 
The British North American colonies wer<^ ‘colonies’ in tins sense;, 
until they broke, away to form the United States; and so were tin; 
colonies of Australia and New Zealand, until tliey becatm; self- 
governing Dominions, Bat to-ilay the word ‘colony’ usually means 
a territory annexed liy an advanced country, but inhabited 
mainly by ‘natives’ at a low standard of living and civilisation, 
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with only a sprinkling of white people, some of them settlers, but 
mostly engaged in various kinds of administration or in the direc- 
tion ofitidustrial and trading con&rns controlled from outside the 
colony. Indeed) many of lire ‘colonies* of to-day are manifestly 
unlitted lor white settknnent on any con.siderable ’scale, either for 
reasons of climate or because white men could not hope to live 
side by side with the native inhabitants at an economic standard 
which would make their settlement worth while, * 

Of cour.se, there were native inhabitants in the colonies of the 
older sort— colonies that w'ere really settlements oremigrants from 
the motht'r-country. In mo.st cases, these native inhabitants got 
sliort .shrift. 'Fhc North Anuulcan Indians, the Australian ab- 
origines, and other native p('.oples have l)cen nearly wiped out. 
The early settlers had very little notion of any rights worthy of 
respect as belonging to ‘natives’ who were neither ‘whites’ nor 
Clu'istians of any brand. They took what land they wanted to 
make their own settlements, and went on taking more tis they 
wanted more-cither without any recognition of native riglits or, 
where some formal recognition was given, by metliods which were 
fully as effective as stark force in extinguishing these riglits. In 
most cases, private ownership of land was unknown among the 
native peoples; but the white settlers, carrying with them their 
own conceptions of landed property, assumed that the land 
belonged to the native chiels and persuaded or Ibrced tlicm, in 
return for ludicrously inadequate compcn.sation, such as a lew 
trade goods or bottles of raw spirit, to sign the tribal lands away. 
The diiei’s seldom had any dear idea of what tlicy were doing— 
for the very notion of private ownership of land wa.s tmfamilbr to 
them—but the white man’s law, imposed with the wliite^ mtuTs 
rule, uplield and upholds to this day the legality of the.sc .swindlifif 
transactions; and in many parts of tlie colonial empirca of the 
European powers the native itihabiRint.s arc now crowtled into 
‘native reserves’ which are quite inadequate for their support ;md 
consist largely of the worat land.s or those most <«rested wth 
tropical pests and diseases. Native cultivation in many areas & 
still of the ‘moving’ type: a patch of land is cleared, cuUivalfd for 
a few seasons, and then allowed to revert to jungle until its ll*r- 
tility has been restored, the cultivator moving on meanwhile to 
another patch. No account has usually been taken of this type of 
agriculture in determining the amount of land to be left for native 
use—with the relult that the natives liave often been driven to 
resort to continuous cultivation of the same patch of ground. As 
the natives know nothing of scientific rotation of cr«l|xs or other 
advanced agricultural methods, and would have great difficulty in 
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applying such knowledge even if they had it) continuous cultiva- 
tion means the progressive exhaustion of the soil, and the creation 
of ‘dust bowls’ like those whicfi have been caused by bad hus- 
bandry in the ^United States, Trees and undergrowth are cut 
down and not replaced: the soil grows dry and dusty, and wind 
and rain blow and wash it away. White settlement, over a large 
part of Africa, is so far from bringing about improval tillage or 
■ 'more advanced agricultural methods in any field that it is turning 
more and more of the land, where the evil is tvorst, Irorn forest not 
into productive country but into sheer desert. 

Colonies and Mineral Resources 

This is one aspect of white ‘colonisation,’ in the modern sense. 
But in many colonics the white men do not want a great deal of 
land, because there ai’e large openings neither for white agri- 
cultural settlement xiov for plantations where native, or imported 
‘coolie’ labour can work under white supervision. I'n some 
colonies, what the white men want is the mineral wealth that lies 
under the land — usually under a quite small jiart of the total land 
surface. For example, in territories attached hitherto to the 
British Empire, the tin mines of Nigeria and Mahiya, the iron and 
chrome mines of Sierra Leone, the copper mines of Northern 
Rhodesia, the gold and manganese mines of the Gold Coast, and 
the gold mines of New Guinea, arc: outstanding instances, though 
in some of the.se cases there arc also plantation areas — lor 
Malayan rubber, for example. In siu'.li mining arcus what usually 
happens is that exijcnsive plant lirought in irom the advanced 
countries is operated by very poorly paid native labour under the 
supervision of a small body of very highly paid white overseers 
technicians, and skilled workensj and that most of the value, of the 
product goes to be spent abfoad, to sharehoIdcr.s and directors in 
the investing countries, to retired white officials and workers 
living on pensions, to the families of serving white employees, and 
— last but not least — to the British Trcasuiy, which has levied lai^e 
taxes., on ‘white’ incomes derived .from such forms of colonial 
enterprise. In 1 937 exports of copper ore from Northern Rhodesia 
were valued at .^10,700,000, and constituted nearly 90 per cent, 
of total exports. Total imports were about half this, leaving a net 
drain of .£q millions out of this vay poor cquntiy. The total 
public revenue of Northern Rliodesia was about ^‘1 mUUqn; the 
total sum paid in wages to the native wqrkcn in the copper mines 
was about ^^^350, 000. As against this, over millions was made 
in profits, by the three leading copper-mining companies,* and 
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nearly ^,'3 millions of this was paid out in current dividends. The 
British Treasury got about ^goOjpoo in taxes — apart from taxes 
levied in the colony itself. This is doubtless an extreme case; but in 
its general features it i*eprc.sents correctly the extraordinary nature 
of the economics of mining enterprise in colonial territories. later- 
ally, the shareholders ami white employtx;s of the miiiing com- 
panie.s are having Africa dug up by native labour iuul carried^ 
away to enrich, not th<; African peoples, but tlicmselves. 


The Slruggk for Oil 

Oil prf)duction i,s, of eour.se, a form of mining enterprise — and 
the very centre (jf tlie world struggle between rival groups for llu? 
right to exploit re.sourees located in the lc.s.s developed comitrics. 
The British and the Dutch luwc bet;n foremost hitherto in the 
development of tlu; oil re.sour(:e.s of A.sia; and one of the princip.'il 
prizes of Japan in the World War was the capture of the oil wcjlls 
of Burma and the Dutcli Indies--~which, incidcrually, had for 
many years been supplying the oil needed for Japanese predatory 
warfare against China. Now Amei'ieans, fesuing the, exhaustion 
of their vast native oil re.source!5, or at least their inability to 
supply the European market from Airrerican sourc.es, arc hotly 
in the race for oil and have obtained, in .SamU Arabia, va.st con- 
cessions over what may prove to be the greatest oilfield in the 
world. Not content with ll)i.s, the American companies liave 
compelled the British-owned Anglo-Inniian Oil Company, in 
which the British'Govenunent. holds shares, to .sell to tliein a largo 
part of the ovUput of the ,South Pensian oil wells, to be refined 
under American auspices and for American jfrolit. British consent 
to this desil is no dovibt due largely to the fact that it will l»ritjg in 
much-needed dollars; but it will also have the eflhct of binding 
British and American commercial interests closely together in 
the Mediterranean, and of making Palc.stinc mtu-e tlmn over im- 
portant to capitalism as the outlet for Middle Ea.stem oil to 4.hc 
Mediterranean Sea. To this question I shall come pack: for the 
moment I am concerned only to show that oil plays a large part 
in the politics of colonial mining exploitation wherever it is feund. 


Pkntadm Agfieulture 

Plantation agriculture, such as the rubber planting of Malaya, 
rrorocluces manytof the same features as mlning—the exploitation 
of clifcap labour and the removal of a large part of the proceeds 
for spending out of the ct^mtry, But the extra-temtori|i.l character 
of the proceas of production usually tapes a less extreme form, 
because diere is m most cases some native or non-European 


production side by side with that which is carried on in the foreign- 
owned plantations. The native producers, however, where they 
arc competitors of the white plantm or plantation companies, 
have usually to* work under severe restrictioiLs imposed to suit the 
interest.s of their white competitors. The .succe.s.sive rubber 
‘restriction schemes’ have been operated in the inter<;sts of the 
„ foreign capital embarked in the plantations and haVe oftiui borne 
hard on the native growers. Moreovttr, the jdantation system 
requires either extensive immigration of hibonr or a regular 
supply of native wagc-work(U‘s, who must be induced Ity hook or 
by crook to take service away from their native; villages. One 
formidable engivie for .such recruitimmt is the hut or poll tax, 
which compels the native cammunitics to find considcraI)Ie .sums 
in actual cash. As native production is largely sui>sistence produc- 
tion, carried on without the use of moriey, thest; sums cannot be 
found unless some of the villagers go wlutrc tlusy can earn ca.sh 
incomes. Tax policy can thus be used a.s a mean.s of virtually com- 
puLsory recruitment of wage-labour, even where direct compul- 
sion has been disallowed. In other cas(;s, sheer poverty is enough 
to drive natives out of the over-populated r(‘.serve.s t:o .seek the 
means of living by wago-labouiq and in y(>t others there i.s whole- 
sale importation of cheap labour from densely ).io]ndatcd covmtries 
or colonies to areas wliore supplies cannot ('asily lx; found near at 
hand. 'Hu; (;xlrcme exampk; of this is Malaya, where k‘.ss than 
onc-fidh of the present population is nativi; Malayan, 'a'licreas 
the Giune.se comprise two-fifths oftlve total and the Indians about 
one-seventh. '!.’he Eyropeans are ofctmvs<% lun’c as elsewhere, an 
insignificant fraction of the whole. 
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European and Naim Populaimts 

Iiidcc’d, throughout the coWuiai (unpires of tht^ European 
countries, Eurojteans form only a tiny element in the total popu- 
lation, In Ken^'a, regarded as a territory peculiarly suitable, 
because^ of its Highlands, for white settlcineut, tlu; Eurojican 
population numlrers tinder 30,000, or considcralily less than one 
•‘hi a Inmdred. Asiatic settiers, nunibering altout 47,000, and 
Arabs, aliout 17,000, form furtlier nou-AIriean elemeutH in the 
total. In Northern llhodcsia, the 15,000 Euro])eaiis are ju,st over 
I per cent, of the population; whcrtuis in 'ranganyika, Uganda, 
and th(; Gold Coast, the proportion olM'airoiicaiis is under one in 
a thousand, or even much less. Sierra beont; had in tc)3p at jnost 
4.50 Europeans to about 2 million Afriean.s. Nigt'ria had at 
most 2,000, as against 20 millions; the Gold Coast tmder 1,000, 
out ol’ nearly 4 millions. In Asia, the .situation dillers only in that 
populations are much more mixed, and include high proportions 
of Indians and Chinc.se. Malaya as a whole has about 30,000 
European.s, out of about 51- million inliabitants. Cicylou basivbout 
10,000, out of about the same total number. The 'colonies* arc 
indeed far away from the conception of a 'colony* as a settlement 
of emigrants from a motbcr-counir)'. Even Southern Rhodesia, 
where the white settlers have sf!curi!d ‘s('lbgovcrmuent’-— winch 
means in fact: the right to govern the country without regard to 
native interests — ^has only 70,000 E-umpean inhal tilatits, out of a 
total population of nearly a million tuiil a half- - that is, Ir.Hs than 
5 per cent. 

T/te Land Qjiaiion * 

I am not of course siigg{'.sting that it i.s j)ecc.s.siu'i!y ti good thing 
for a colony to have ti large white pojntlittipn. Far from it. The 
point I am nuilcing i.s that (hc,s<? tiny iiiinoritie.s of white settlers, 
or ratlicr only a proporlkm of tlicin, have monopolised an 
enormous prtsportiou of the cultivaljlc land area in those region® 
whicli are deemed, in theory, to be suitable for white settlement. 
In Southern Rhodesia, for example, 74,000 square miles have 
been set a.side for white .stdtlemetu, and only 07,000 square miles 
in nil left available for Africans, including an ‘unassigned area’ of 
1^,000 square miles which i.s open to Africami only under con- 
ditiom of individual ownership on the Eviropean piodch In 
Kenya, out of 56 million acres of potentWiv usable land, 
io;688,ooo have been assigned: for Eur^ean se«ters-“at present 
numberingtunder sojooo—whercas the 3I million natives are left 
with to assignment of 30,800,000 acres, Tltc acreage actually 
cultivated by Europeans is jmder a tenth of what has been 
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assigned, and before the war it was inuch less—hardly more than 
a twentieth. In Northern Rhojlesia there are vast areas of 
unoccupied Grown land; but the native reserves, including 
Burotseland, which is reserved by treaty as a whole, cover only 
70,000,000 acres out of a total acreage of 185,000^000. Nor is this 
the whole of the story; for in general the areas allotted to 
Europeans are the best, and mucli of the land assigned to the 
natives is citht 5 r poor soil, lacking in water, or pest-ridden; and’'^ 
usually nothing is done to improve its quality, or evtni to |)revent 
further deterioration. In many parts of Africa reserved for native 
occupation, the tsetse lly is still being allowed to sjiread without 
check. 


The Gold Coast 

The position is of course dlflcrent in arc;as which for climatic 
reasons are not regarded as potential fields for European settle- 
ment or for the development of 'plantation economy.’ In such 
areas, the natives arc h;it in possession of the land, e-siccpt where 
Europeans want it for the exploitation of minerals; and native 
cultivation is encouraged, especially for export crops. Tlic Africaji 
colony in which the native population has much the highest 
stanchird of living is the Gold Coast, with its great dependence on 
cocoa. The cultivation of cocoa has manifestly raised native 
standards of living in the Gold Coast very greatly, and has pro- 
vided the foundation lor substantial social as well as economic 
progress. The cultivation of the crop on .small native hokluig.s, as 
against European plantations, means that amuich higher propor- 
tion of the income created is retained in the colony, and accrues 
to the native inhabitants, than where mines or rublier or tea 
plantations form the basis of the economy. This remains true e;veu 
if the native cultivators have to s 51 l their crops under disad- 
vantageous conditions to foreign merchant concerns, such us.the 
United Africa Company. Exploitation by a merchalit company is 
greatly preferable to exploitation by foreign mining concerns or 
^ European planters. But the relative prosperity of ihcNGold 
doast carries vvith it very considerable disadvantages, of which 
the leaders of native opinion are well aware. The dependence on 
a single export crop, which has to be sold in the world market, 
exposes the Gol^ Coast producers- to the extreme vagaries of 
international prices for primary , commodities, and tliis means 
that the relative stability of native conditions is replaced by 
enormous fluctuations in income arising from causcs^wholly out- 
side the natives’ control and unconnected with the vagaries of 
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nature. Moreover, the race to realise cash by the sale of the export 
crop leads to misuse of the soil and exhaustion of its fertility, with 
a consequent destruction of tile real capital on which the 
prosperity of the people depends. Finally, the new economy of the 
Gold Coast, which has practically abandoned othtir forms of agri- 
culture in order to get rich on cocoa, is highly precarious. If for 
any reason cocoa production were to become uneconomic, either 
through a change in European demand or on account of &><f 
development of competitive production elsewhere, the entire basis 
of agriculture in the Gold Coast would be de.stroyed, and sheer 
misery for the people would ensue. 

It is generally recognised as undesirable for a country to depend 
exclusively or even largely on the sale of a .single product, as the 
Gold Coast depends on cocoa and— mnch more — Northern 
Rhodesia on copper. Tliis is most undesirable of all when the 
product in question is liable to very wide lluctuations in demand 
or price. In the Gold Coast, the value of cocoa exports shrank 
from .£iiijQOfioo in 1927 to ;^4,ooo,ooo in 1934, for very nearly 
the same quantity of produce. During the period of high prices, 
native producers borrowed extensively in order to increase the 
scale of cultivation: this left them with iKun^y interest burdens to 
meet — usually at extortionate rates charged by moneylenders — • 
when prices fell catastrophically. A little progrcjss has been made 
witli Co-operative credit supply and Co-operative marketing; but 
Co-operation still covers only a tiny part of the field. Yet, even in 
face of these handicap.s, tiie Gold Coast native cultivator is well 
off in comparison with tliose of other colonies; and the general 
.situation of the Gold Coast population is irymensely preferable, 
aconomkally as well as politically, to that of colonic:, s more largely 
dominated by white mining or planting companies, or by a 
handful of white, .settlers dependent on the. exploitation of native 
labour for their precarious hold on* their .superior standards cjf 
living. 

To be sure, the Gold Coast has its mining concern, as well aS its 
cocoa. It is a considerable producer of gold and of nianganese, 
and also of diamonds. In 1941, under the inlluencc of wai; ccm« 
ditions, gold exports were valued at ^’6,850,000, as against only 
£4 ,ooQs6oO for cocoa. Manganese accounted for anothet 
million, and diamond.s for 1^629,000, whereas the older export 
trade in palm oil, palm kernels and kola nut.s had practically dis- 
appeared. The v^tr situation, however, was abnormal, owing to 
the restriction on cocoa fxporte and the high premium on gold. 
In 1936, which give.s a lairer balance, cocoa exports were valued 
at 7,660,000 and gold exports at just over 5^3 millions, 
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Malaya 

In such a country as Malaya the situation has l)een radically 
dili'cr(U)t. 'I'hcro rubber entirel’/douiiiiatc's the ugrieujtural struc- 
ture. Ill 1936 rubber export.^ were valued at over millions, 
tin coming ncjft, at (>,500,000. Here, as \vc have .seen, both 
mines and plantations are worked mainly by iiniiorted laliour, as 
the Malayans do not take kindly to wag(>eini)h>yment; audjt has 
'‘ 4 )ecn easy to bring in Indians and C’hinc.se. 'I’hc C lhinese immi- 
grant,s also largely dominate the iutca'iial trade of Malaya, and 
arc absorliing a growing projiorlion ol' the national \vcalth. '.rhe 
developed areas of Malaya are, indeed, to-day neither native 

Malayan nor jtredoininantly white men’s areas: itiey are - or w'cre 

prior to the japanese oeenpation--to a rapidly inerea.sing c.xtent 
Chinese. Here are tlie ligurc.s .sliowing the dist ri! )\ttion of popula- 
tion in the various part.s as between the four main groups; l)ut it 
should be noted that those ^vho are here tlcseribed as ‘Malayans’ 
include many of kindred race who Itave come into the country 
from other areas, .such a.s the Dutch Inditts. 
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I'licrc are obviously peeuUar dinkultics in considering the 
economic future of a country whidi lias lieen filled up in this way, 
not by white settlers, but by people of other races either brought 
into labour icjr the whites or attracted by the economic develop- 
ments initiated with white men’s capital and largely under white 
control, I’hc Indians in Malaya have included a large; dement of 
migratory workers, w'ho have returned in due couwe to India and 
have been replaced by others; but the Chinese have been largely 
permanent .settlers, and already outnumbci' the native population 
and the immigrants of kindred stock combined. We slmU have 
later to consider the political aspects of tills tafigle of races— -the 
meaning of self-determination or indeptyidence in such a country, 
and the methods of combining the discordant dements into any- 
thing that can be called a community; but wfe are concerned for tire 
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moment only with economics — which present difficulties enough. 
The more Malaya is developed by European capital and Chinese 
enterprise, the less is it the Malayans’ country' and it is qxiite clear 
that the Malayans would not m fact develop it if the other 
elements Were driven out, or European or Chinese or Indian 
capitalists be able to use its great economic resources save with 
the aid of Chinese or Indian labour. 
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The Oullook for Rubber , 

To add to the difficulty of planning for the future, there is the 
uncertainty of the outlook for rubber. In 1930 the Dutch East 
Indies produced almost as much rubber its Malaya, and the two 


there was clearly no reason why* in the absence bf concerted 







restriction, plantation in these areas should not be developed 
much further. Between 1929 and 1939 shipments from Malaya 
fell by ov(u- 80,000 metric tons, whereas .shipments from the 
Duteli Indies rose by 120,000, and from Indo-China, Thailand 
and Borneo by 110,000. In 1929 these tliree arc'as produced less 
than 4 per ctmt. of the world output: liy 1939 they were producing 
14 per cent. As against this, the production of ‘wild* rulibiu- in 
Africa and Latin America, which was mure than half the world 
total of 1913, fell into insignilieanee in tlu! ipau’s and underwent 
only a .small revivalin the i93o’.s. 

Even if there were no (]uestiou of eomjjctition Irom .synthetic 
ruliber, tile outlook for Malaya would he uucertaiu in liu;e of tlie 
growing activity in other areas. But, of emu\s(% there lias been a 
very great exl:eii.Hioi) of .syntlielic prodnetion during tlw; war, 
especially in the United Stales and (lermany, us ivell as in the 
Soviet Union; and considerable ])rogre.ss has been made in 
improving the quality, so as to produce sulistilulcs whieli stand up 
better to hard ^veur and are adaptable to a wider variety of xtses. 
Hitherto, synthetic, rubber has Iieeii coasideraljly more costly 
than natural rublier; and the iirospeets of the ait'as which grow 
natural rubber depend mainly on future costs in relation to 
quality, but will also be aifected by the jioliey of countries which 
have devciopc'd synthetic rubber industries in proU'cting them 
against imports of natural rubber. I’hc United Stale.s, with its 
huge coiisuiuptioii, is lun-e the key faelor. If the natural rulibrr 
producers and their Clovermnents al temjit, as iliey did under the 
inter-war z'e.striction .srliemc.s, to hidd up jirires by limiting 
supplie.s, the result xvill be a determination on the part of the 
United Slates 1.0 maUiiuiu its synthetic ruhlier industry at a high 
level; and, if that happens, Malaya will be the aira most directly 
and inimediutcly ailheted. Were the MaUiyati Industry to dcclitic, 
there would be a sharp full in the jiopulation of Malaya, with 
many fewer Indians atid Chirtese able to lind work in the country. 

7m n ■ . . , , 

If rubber cultivation were seriously to decline in Malaya, the 
country’s economic future would depend upon tin, in default of a 
quite new orientation of its economy. In 1 939 Malaya wm the 
xvorld’s leading producer of tin ore, with an output of 54,000 
metric tons out of a world total of 1 80, 000. In 1940, ttndcr stress 
of war demand, output rose to 87,000 tons, out of a world total of 
240,000. Tin, like rubber, is a coramtxdiiy Ibr* which demand 
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price changes have hitherto been very great. Malaya’s principal 
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Excluding reclaimed as well as synthetic rublier. ’.riic output of reclaimed 
rubber in the U,S,A. was 132,000 metric tons in 1931, 213,000 in ipiio, and 
about 350,000 in uj,].!. The Soviet Union produceii about 50,000 metric tons 
of synthetic rubber in 1939, mid Germany about !Ki,ooo metric tons. The 
U.S.A. produecd ia,ooo hietric tons in 1941, 

rivals are the Dutch Indies and Bolivia; but up to the war the 
Malayan niines had held their owi\ tliough their output fluc- 
tuated even more widely than that of other areas. In this indu-stry, 
as in rubber, the labour is mainly imported, and thtynine.s would 
be unable to carry on without the aid of labour brought in from 
abroad. Obviously, if the leading countries of the woiid follow 
policies of full employment, there will be a brisk demand for'both 
till and rubber, provided that they are offered at reasonable 
prices, unles.s the United States decides to carry the protection of 
the synthetic rubber industry to quite extraotxlinary lengths. But 
the position of Malaya in the world market, even if the demand 
for its main products is high, depends on the political future of the 
country. If its populatKin of imported Ghine.se ajid Indian 
workers were to be withdrawn, it seems unlikely that the 
r 'I’ca month| only, 
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Malayaiw themselves, with or without European exploitation, 
would be prepared to man tlyj mines and idantatioiis. A witli- 
drawal of European capitalists would iirobaldy mean in pi*ac.tice 
tiieir replacerneut, even more than has hapjrentxl already, by 
Cliinese, tvho liave already come to ticcupy a leading p^ositicni in 
developing the couiitry*s resources. The wiiolc cpitjstioti is difficult 
to discuss in isolation: it is involved witli tlu* I’utore oi’tlie Dutch 
'Indies, Burma, Thailaud, and ludo-Chiua, and cun Irestdw con- 
sidered M'hen we come to consider the ])olil;ico-e(‘onmnic issxies of 
tiu; entire region lying between India, Ghiiia, and tlie, Australian 
cozitincnt. 

So far, I have been merely descriliing, b)' way of a few 
examples, the main economic pi'ohletns which arise in connection 
with the development of colonial areas. We niust nojv turn to the 
general cpiestion of colonial economic policy in the lutiire, liCt us 
try, first of all, to set out in order the liialn needs, a.s far as they 
can be stated in quite general terms, and tlicn come to a few 
more particular suggestions. 

Colonial Standards of Living and Pmiuctm 

Standards of living in most colonial area.s are quite deplorably 
low, and there is a great prevalence of disz'ivsrs due mainly to 
maiiuitrition, as well as of infections derived from contact with 
white men, against which the native pcojjh'S have no protection, 
Tubercttlosis and venereal disease, as well as (he more obvious 
deficiency diseases, iiourish appallingly. So dors .sleepy sickness, 
in the growing areas infested by (he i:se.l.se fly. 'rhesc conditions 
rec|iiire drastic renXedics, indiulijtg («) many more doctors and 
trained assistatits, (/z) greatly enlarged puItJic lieallli and sanitary 
services, with large funds for carrying on Rystematic warlbre 
against pests and ibr improved water-sujjply and sanitation, and 
(i?) better nutrition, which 'implies u vast improvement in agri- 
cultural standards and in the marketing of foodstuffs, which' in 
turn implie.s'*bettef transport. 

Tlie raising of agricultural standards iitvolves not merely educa- 
tion in the arts of agriculture, but al.so the means ol'apiilying the 
knowledge as it is acquired. This means that the pras:int nm.st 
have his land protected against further denudation and erosion, 
niust be relieved of debt and given a chanec of acquiring belter 
implements, singly or in common with his neighbunra, and must 
be helped to market hi.s produce under better conditions. 

The pro|ection of tlie land involves ffiudi greater .attention by 
the State to the consemtion of forest tircas, in order both to check 
denudation and erosion and to drive back insect pests. It involves 
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also some ootUrol over cultivalioii of land, so as to prevent the 
exhaustion nt'soil fertility; hut such eoiurol ran Ite applied only 
tvherc thi' supplies of><tiod land are adctpiate to the needs of the 
natives. The; native; euUivalora are not desiroyiiiK their own land 
voluntarily, or of tfieir own folly. The destrut'tion occurs where 
the traditiomd methods of e\iltiva(iou are made impossible 
because tliere i.s no fresh land to which llie indtivator can move, 
or becau.se lie is compelled Jiy the immetliatc premire of debt to 
produce the. largest possible cash crttjjs, regardless of the future. 

Ths Future of Mining in Colonitil jlms 

The conditions of mining in native temtories , rfti.se quite special 
problems. In many case.s vast areas have, been aMenated to foreign 
mining companies in return for ludicroasly small payments to 
native duels, who have been induced to part with what belonged 
in e.ssenc.e not to them but to their tribes. The powers thus 
acquired by the foreign muting concerns fu'e tipen to so much 
abuse that nothing can justify their ctwttinuance. The profits of 
mining go fnainly to enrich not the natives but the foreign owners 
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and the white managers and ofScials who act for them on the spot. 
In many cases even the laboui' is largely imported, and the wages 
paid have been largely drained a^ftray out of the country. Where 
backward countries possess important mi neralresources, develop- 
ment ought not to be prevented, but it ought to he's© organised as 
to deal fairly by the natives and not to drain the countiy’s 
resources away without effective payment. This means that all 
mining in colonial areas ought to be carried on, not for private 
profit, but by public corporations or similar bodies subject to 
government scrutiny and control, using capital borrowed at low 
rates of interest (or even given or loaned fre,e of interest). It means 
Ihrther that the recruitment of labour for the mines and the con- 
ditions of employment in them ought to be made subject to 
stringent government regulation, and that steps ought to be taken 
wherever possible to train natives to undertake skilled work and 
to occupy managerial and supervisory posts, so as to get rid as 
soon as may be of the system whereby the native workers are in 
effect hardly better than slaves or serfs exploited under the regi- 
mentation of white overseers. 

In this connection great importance attaches to the British 
Government’s statement on Colonial Mining Policy issued in 
November, 1946. This statement recommended that in all future 
sale or alienation of public lands mineral rights should be re- 
served by the Government, and that Colonial Governments 
should be prepared, where necessary, themselves to undertake 
mining operations. It further recommended that the re-acepfusi- 
tion of mineral rights already alienated should l)c considered, but 
did not make any comprehensive rccommenc],tvtion oti this point, 
or deal with the position f)f mining on lands in private owiienslnp 
under titles not derived from the aliemuioii of puidie lands. 

Tits Futurs of tlis Plantations 

Plantation economy stands in need of similar regulation. 'The 
white planter or planting company exploiting colonial lands for 
maximum profit is not a pleasant specimen of the genus 'ccQi\omic 
man,* whether he finds his labour within the colony or has to 
bring it in from otlicr badeward areas. It would be greatly prefer- 
able for such plantations to be superseded by native holding.s, 
where necessary on a communal or co-operative basis, and. for 
imported wage-hfbour to be dispensed with altogetlicr. Until this 
becomes practicable, thejn-inging in of labour from outside and 
the recruitment of labour from native villages inside»the colony 
should both be made subject to stringent control. Poll taxes, hut 


taxes, and similar imposts which in effect involve compulsory 
recruitment should b,e done away with: pressure ui)ou the natives 
to accept wage-labour by restiicting the jtood land available for 
native: cultivation should be removed. In Malaya, mid perhaps in 
some other areas where the problem is at its worst, tin: plantations 
should lie taken over directly by the Government and worked, like 
the mines, liy public corporations, subject to lull scrutiny and 
cotitrol. No doulit, special dilHeuUies arise: u'liere, as in Juhore, for 
example, the plantation economy has been allowed to grow tiji in 
what is nominally an autonomons native Stale, not under direct 
British rule. There is, however, no valid reason why a_})f(igrc.s.sive 
Government: in Great Britain, or in any other imiierial country, 
should respect the claims of native miens to jiovv'er.s which iiave in 
many caso.s been deliberately thi'U.st upon tlieir j>rcdct:e.s,sor.s by 
the nnjierial countries in order to make them _ instruinent.s of 
‘indirect rule.’ It would be intolerable if demoenaie. {.iovernments 
found thenisclvc.s in the po.sition ofuplKtlding the ci.niin.s of native 
rulei's to act :igainst tlielr jieojiles’ we'llare- • ;d lOvc all if the 
support given to the native miens were in lact a «doak for defend- 
ing the iiitcre.s'ts of white plantens and eonccs.siona!rt;.s. Impcriali.sts 
have shown in the past no liesitation in di.sposing of native rulers 
who have lieca a nuis:inee to them; and iirogre.ssive. Governments 
in the eonntne.s u’hieli liave built up riii|)ires on a que.stionable 
ba.sis cannot afforcl to allow the ‘rights’ of native miens to .stand in 
the svay of ilra.stie r<'fonn.s desired 1;)\' tlie leader, s of opinion 
amojjg the nnli\-e peoplt'.s. 

Capital Dmkpmmt'' 

Capital will have to !»e nuide available for eolottial development 
on condition,s very different from tliose wlnich have iicld good 
hitherto. 'I'liis problem Iim two main as|ject.s— that of ctipilal 
investment in mining, plantations, and other forms of what has 
bctBn hitherte private entci'ijrise, and capital invatinent through 
the budget under the auspices of a colonial Government. The two 
may^of course run together where a Government directly under- 
takes extended economic functions: but it is Bisnplest, for the 
moment, to consider them apart. Take first the traditional spheres 
of government economic activity-transport j other public utUi« 
ties, including sanitation and water supply; forest coMervation 
and development; land reclamation, dain^e alid iiTigstioa, and 
the war on insect pests; taxation, ipclutojg customs poHcyi 
mpnetary seguiation; and the control of marketing, including the 
eacoumgement of Co-operative enterprise. 


The Transport Problem 

Colonial Governments in the past have spent relatively much 
too much on I’ailways, which haveainvolved large interest burdens 
and have often failed to pay their way, and much too little on 
roads. In some cases they have also spent much loo much on 
harbours designed primarily to assist white traders and mining or 
plantation concerns. It is true that much of the expenditure on 
railways was before the motor age, and that railways then seemed ^ 
the only practicable way of opening up the interior. But the con- 
centration on railways outlasted the railway age; and road- 
making remains terribly behindhand, though with tlie advent of 
the motoi‘-car and the lorry — to say nothing of the cheap l)icycle 
—the balance of advantage has shifted greatly in favour of road- 
building, except where it is a question of moving large quantities 
of minerals from the, inland mines; and in such cases the cost of 
the railway ought to bo debited mainly to the mining concerns. 
Roads have the further great advantage over railways that they 
do not involve heavy importation of expensive capital goods from 
abroad. They can be built mainly by local labour, under skilled 
.supervision, and with native matei'ials. The making of them there- 
fore involves much less in the way of foreign loans, and of sub- 
sequent burdens for interest and sinking fund. This does not mean 
that roads can be built without cost; but most of the money spent 
on them will circulate locally, within the colony, creating a 
demand for other local goods. Provision can therefore be made by 
internal loans, without calling upon foreign money markets for 
more than a small part of what is required. In elFcct, such 
expenditure can be largely self-linancing, in the same way as 
moirey can be created in more advanced countries to finance 
policies of ‘full employment.' Extensive road-building projects 
ought to be carried out during the next few years throughout the 
colonial empire, and there should b§ no question of holding up 
such projects— as they are said in some oases to have been held 
up in the past — ^for fear of their adverse ellect on railway revenwas, 

It would be a thoroughly sound stroke to make the colonies at 
present of their railways free of all overseas interest charges, or in 
other words for the home countries to take over the interest 
burdens involved in existing railway systems in the less advanced 
colonial areas. 

Road development should mean the building not merely of a 
few trunk roads serving areas of white settlement or trade, but also 
of branch roads opening up the interior and making it possible for 
the natiye populatiomirom any part of the colony |o get their 
produce more easily to market. This would have an immense 


effect on the economic possibilities of nativ(; agriculture. It would 
enable the peasant producers to diversify their crop,s and would 
offer them a great inducement to adopt improved agricultural 
methods. The road, even more than the railway, can be a great 
civilising power, and with much l<;s.s compemsatory di,sadvantago, 
because it is le,ss catastrophic in its inliutaice and can spread its 
benefits more gently over itiucli larger areas. 

Land Impmmcnl 

With road-bnilding must go land-improvement-- -the restora- 
tion of denuded and devastatixi areas, the irrigation oflands .short 
of water, the drainage of bogged laud, the i)re.servation mid .scien- 
tific expioitation ol' forests, the war agtiinsi the t.setse Hy tind other 
tropical pests. Tin* breeds of cattle must lie imiiroved, as they 
cannot be in areas ivherc these ])est.s prevail. If these ta.sks are to 
be uudiH'takcn on the required .scab', they must lie tackled 
cheaply. Large stalls of farm am! fore.st advi.ser.s, supervisors and 
foremen and engineers, will be needed; and it will be impossible 
to afford to pay more than a liav of them at the rates which 
Europeans demand as compensation for rcsiiling in backward and 
ill many cases unhealthy countries. Accordingly, native Alfictuis 
must be trained to occupy most of the .supi'i'ior po.sts, jiartly by 
education abroad liut largely by the estalilishment of imstitutions 
for higher technical training in the colonies iliem.Helves. It is a mis- 
fortune tiuit in tlie past native edueatitm. inirlly lieeiUise it was 
started largely under mi.s.sionary ausiiices and jiartly a,s rene.cling 
a defect in the .structure of Briti.sh education itself, has stres,sed the 
cultural far beyond the teeluucal, iu.steud of putting ii lialanced 
emphasis on lioth. d,awyer.s and derk.s liavt* beeti produced in 
relatively large numbers, but not engineer.s or even .sKtllcd crafts- 
men, with the consequenee that engineering work lm,s been made 
unduly costly by the need for employing large white supervisory 
staffs at very high rates of pay, Tlic rates may not have been loo 
IiigJi—for smaller payments would probably have failed to secure 
the supply— Tmt they have been burdeusoiUK, and have seriously 
held bade development over a large part of the colonial Held. 

Co-openUm in Qolmmt Areas 

Co-operation, in varying forms appropriate to tire local con- 
ditions, should receive cvemvhere the fullest encouragement. Its 
forms will range from the village credit society, designed to rescue 
the cultivator from the grip of the moneyktider and from, the 
necessity o| selling his crop prematufcly under unfavourable 
market conllltions, to the village store for purchases of consiuners' 


goods. Between these extremes lies the entire range of types deal" 
ing with Co-operative purchase of farm requisiteSj from seeds and^ 
fertilisers to agricultural machinery, with Co-operative use of 
machines, such as tractors, and with Co-operative marketing of 
produce, either through specialised agencies haiidling only a 
single iDrodnct or through more general societies trading in any- 
thing their ineitibers produce. In suitable cases, there will be room 
as well for Co-operative Societies for common cultivation, on tlic 
model of die Soviet collective farms. 

In most colonics, the Government expresses a general sympathy 
for Go-opei'ation, at any rate in agriculture; and in a very few 
cases special officials have been appointed to supervise and 
encourage the development of Go-operative methods. There arc, 
however, very real difficulties in the way of a widespread adoption 
of these methods. If they are made too obviously part of the 
government machinery and are subjected to strict government 
control, hostility is aroused, or at any rate enthusiasm is not 
evoked; whereas, if they are left to grow of themselves, with the 
Government merely permitting them, progress is apt to be very 
slow, and to be limited to small sections of the people, not includ- 
ing those who are most in need of help. The Co-operative Societies 
may then easily come to consist only of the better-olf cultivators, 
and may close their ranks against the poorer, who can be helped 
only at greater risk and respond less readily to the business appeal 
of Go-operation. Again, if the Government is generous in placing 
credit at the disposal of the Oo-operators, there may be less 
caution and frugality in the management of the societies than if 
they have to struggle to make tlicir limited res-surces go as far as 
possible. There is, no doubt, a middle way; but it is not easy to 
iindi. Nor is it a simple matter to discover what forms of Go- 
operative enterprise are liltcly best to meet the needs of each 
particular backward coxximumty, 

Porms of Co-opsratm Organmiion *> ” 

Credit is obviously a matter of vital importance. It involves the 
existence of some sort of bank which is prepared to make advax’sccs 
to the local Co-operators, usually on the strength of their joint 
guarantee. This can be done by an ordinary bank; but it is usually 
preferable for the Government to set up a special institution for 
advancing credit on easy terms: to small local Cb«operative Credit 
Societies based on mutual guarantees, and for the actual grants of 
credit to be accompanied by'Skilled advice about the use to be made 
of the money. This advice can best be given, wherever po&ible, not 
by the Government, but by the agents of a central Co-operative 
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body to which tiie Government makes ciieap loans for re-lending 
to the local credit societies, which will in turn puss theni on to 
their members. But it may be necessary, in the curlier stages, for 
the Government itself to act a.s adviser and to administer directly 
tint central agency, until such time as the movement has struck 
firm enough roots to be able to create anil run democratically a 
central agency of its own. 

It is 'a doulhllil point how Ikr the .supply t>f credit ought to be 
organlsfid locally through sejiaralc sneicties, ('jo'.sting .side by side 
with local Go-operative bodies of other types. ‘I'here is much to be 
said, in many backward areas, Ibr the ;ill-pnr()uses local .society, 
which can act as a credit agency, a purcha.sing agency liir farm 
requisiu;s, a marketing agency iitr local protluee, and a con- 
sumers’ store for mutual trading in orflinary consumers’ .supplie.s. 
Out of .such a general .society sepiaratc jigeneics for the various 
purposes limy become tiilfereiuiated at a later .stage; or it may 
even be desirable, right at the start, to .set up more tlum one 
agency in a particular case--* for examide, where some one 
product of vital imjKirlanee is covcrwl by a .spccird marketing 
scheme under government auspices and the Go-operatora need a 
special agency for iiarlicipation in the selieme. Gold Coast cocoa 
might well be one example of such a need. W'hat, however, is 
fairly plain is that it is not likely to be. pr.iclieable in backward 
areas to organise at the ot,itsct a nnmlicr of iiarailel (.lo-ojierative 
Societies each designed to .sm've a partit'uiar purjiosc, and that the 
.spirit of Go~n|)eratinn is imieli more likely to lie (juickly diilmed, 
and a democratic central organisation liuill up, iftl beginning is 
made with ‘all pwpo.se.s’ locid societie.s to which practically the 
whole vilUigi! can belong. There is much to lie learnt, in the.se lidds 
Jt'oin the aetunl exjieriencc of Go-fiperalion iti Ireland in the early 
tlay.s of Sir Horace Plunkett’s Irish Agrieuitural Orgarnsatiem 
Society, a.s well tus from tlie moits recent .spread of agricultural 
CJo-operation in many parts of Eastern tuid Soudsern Europe and 
in India. ' 

Mivrketing societies occupy a position of special importaiice 
wlwrever the native eukivators are producing largely for export; 
fur in default of Go-operative marketing they are practiatlly 
hound to fall undta' the almost complete domination of some 
foreign marketing business, such sis the United Africa Company. 
Wherever export of a single crop, or of two qr tliree main i^ri- 
cultural products,, plays a large part in a colony’s economic life, 
there ought to be government-controllsd Marketing Boattls, care- 
fully safefuarded against the influence of the foreign merchant 
agenciw and, wherever white plaatcn are competing with aative 


producers, against any preference, open or concealed, given to the 
white interests. In all such schemes a place should be left for the 
active participation of native Co-dJ)erative agencies, wliich ma^, 
indeed, in clue course grow strong enough to take the whole busi- 
ness of export marketing into their own hand.s. Similarly, purchas- 
ing societies, with a central agency able to buy freely in the world 
market, could be used to bretilc the monopoly of foreign importing 
firms, and should receive the fullest encouragement in doing .so Af- 
front the colonial Governments. 

Co-operative CuUmtion 

How far it is likely to be possible to go in the direction, of actual 
Co-operative cultivation depends mainly on the future of 'planta- 
tion economy’ in the tropical areas. Wliere the plantations have 
been run with native labour drawn from within the colony in 
which they arc situated, it should be possible, as native education 
and self-government advance, for them to be taken over by natiye 
Co-operative Societies, aided by chc.'ip loans, and converted into 
ctdlective farms. The po.sition i.s much more awkward where, Jis,in 
Malaya, the foreign-owned plantations luvvc been run maihly 
with imported labour of diliereut race and language. 'Ihe 
imported Ii\diau labour could no doubt be fairly t;asily dispensed 
wildi by stojjfjage of recruitment; but the Chinese labour is of a 
different order bec:u,ts(' the Ghine.se iuo.stly came, not as tem- 
porary settlers mixining to return home after a lew yeans, but a.s 
permanent colonists, Indeed, as we have seen, in Malaya they 
actually outnumber the Malayan population, ,pnd there is a con- 
siderable class of Chinc.se plantation owners as well tis <»!' 
laboru'ers, and a tendency for the Chinese to oust the British u.s 
the leadens of Malayan business enterprise. Here tlie Chinese 
could no doubt convert the plantatioss on which they work hita 
Chinese Co-operative. Societies; but this would leave unsolved the 
problem of their future ivlation to the Malayans. 'lihe ChincSt;, 
however, are much loo numerous to be driven out; and it seems 
that somehow they and the Malayans svill have, to find a bas|3 on 
which they can agree to settle down, and run the country and its 
economy in a sort of partnership. The search for si,ich a basis has 
been at the back of the negotiations which followed, In 1946-7, 
upon the extraordinarily ill-advised attempt of the Colonial 
Office to force its t)Wn plan of Malayan Union upon the country 
without any attempt to sgcm'e the approval of the peoples con- 
cerned. I do not underestimate the dilEculties, whicl)*are of the 
same order as those which exist in Palestine Ijetwcen Jews and 
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Arabs; but I do not wish to discuss them rurthcr here, as they 
would take me too far away from the limited scope of this chapter. 

Mining and Priwexsing of Native Products 

As for mining cntorpri.se in the colouic.s, it ougiit plainly to be 
organised as a public conci'rn. The lorcigii mining companies 
ought to be bought out, and the colonial (.lovernmgnts, acting 
•- through Puldic Corporations .subject to their cuutrol, ought to 
become re.spon.sible for the etilire liushu'ss of exploiting the 
mineral wealth and of easuring that the naiivc i)eoirlc;.s get a 
square deal. It remains to con.sider the .si'parate question of the 
development of industries other than mining, 'liiis has two aspect,? 
—the procos,sing of local materials for export, and the develop- 
ment of mamilaetures designed to meet some of the dcmantls, 
actual and potential, of the home consumers. On the lirst point, 
the public acquisition of the mines and the estalilishment of 
public control over the marketing of export crops should carry 
witli them menusures to develop processing on the spot, in order to 
give the colonies more valuable cx]xirts to exchange for neces.sary 
imports and to enable them to sell their prodncis better graded 
and packed, and thus to lie in a position to oill.T iiremiums to local 
producers for the supply of gootls eoinjilying with satlslactory 
standards. This would react most tiivourably oii native standards 
of cultivation and of [jreparation of goods llu* the market. It 
would, no doubt, be strongly ojgjo.sed by foreign merchant 
interests; but so will any measure designed to give the natives 
greater control oven' llteir own economic aHhir.s. 

Development ttf Naim Industries 

The development of native iiuluslries lor the inanulkcture of 
comumers' goods niiscs a dillin'cnt .set of problems. In special 
cases, it may be de,siral)le in' allorv a Ibreign ilnu to come into the 
colony and set tijt a Ikctory’^ for making some kind of product that 
demands lai^jc-scalc manufactui'c with very expcn.sive macMnery 
and highly .skilled scientific .supervision. But it is in general much 
morq important to encourage native iridustrie.s, even where thei# 
scale is bound to be relatively .small and their methods are likely 
at the outset to lie relatively primitive. The ino.it economic nnits 
and methocLi of production are not the same Ibr an advanced 
society in which capital is plentiful and labour relatively oepen- 
sive and for a backward society which has plenty of labour but 
not nearly enough command of capittd to go round. What has 
been said ia previous chapters about die conditions of successful 
industrialisation in backward Europe and in India and China 
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applies here with even greater force. The colonial peoples will need 
for some time to come to reserve the proceeds of their export 
trade as far as liossible for paying for imports of capital goods. 
They can do this only to the extent to which they can build up 
industries of their own for meeting more of their comumens’ needs. 
There is no reason why they should not make .at home such things 
as soap, processed foodstuffs, cheap textiles, boots and other 
clothing, furniture and woodwork generally, leather goods, 
pottery, and a host of other things which can be manufacturtid 
ecotiomically on a fairly small scale. This could be done partly by 
a revival of ti'aditional crafts, whicli have in many cases suffered 
under the impact of foreign influence.s; but it should come mainly 
in the form of small factory and workshop production, based on 
simple modern machinery and on the use of cheap electric power. 

Under the existing conditions in the colonics, such a growth of 
industries implies a development of native capitalism; for it would 
be impracticable to pi'oposc that more than a few of the factories 
could as yet be co-operatively organised. It would therefore bp 
necessary to insist from the outset on strict regulation of the con- 
ditions of employment. Without this, there would grow up, as has 
happened in both China and India as well as in colonial mining 
enterprises, a terrible exploitation of native wage-labour far 
beyond what occurred in Great Britain and other countries under 
the impact of the Industrial Revolution. Native foctory labour is 
bound to be cheap labour, by the standards of advanced countries. 
The wages arc bound to be low, if only because at the start the 
efficiency of production is bound to be low. But that is no reason 
why the condiiions of labour should be bad; in4ced, the better the 
conditions, the more rapidly is the efficiency of production likely 
to rise. Accordingly, there must be stringent factory regulations, 
governing the hours of labour and the conditions of sanitation, 
lighting, ventilation and safety; and* there must be the fiillest 
freedom for the workers to form Trade Unions and to engage in 
collective bargaining without being accused of* ‘subversive 
activities.’ 

The capital needed for this growth of native industries shpuH 
be derived from internal sources, and not from foreign loans, 
which should be reserved for the major economic projects to be 
developed under government auspices. The Government, through 
its State Banlc— ^for I assume nationalisation of essential banking 
enteriwise in the* colonies — ^should be prepared to aid with •" 
medium-term a.s well as siifort-term capital advances, and even, 
when necessary, with some long-term capital. But tlwe should 
not be brought into existence in connection with this type of 
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industrial development any new class of foreign bondholders 

entitled to draw tribute. • 

♦ 

Government Investment of Capital 

The position is necessarily different in relation to the major 
projects of development to be sponsored by the colonial Govern- 
ments. For these projects foreign loans will be unavoidable, if the 
whole pace is not to be slowed down to a crawl. Here, then, the 
vital factors are, first, the amounts which the British Government^ 
is prepared and able to devote to free grants in aid of colonial 
economic development, and secondly, the rates of interest at 
which colonial Governments are to be enabled to borrow in the 
London market. 

The Colonial Development Acts 

The pi'inciplc of free grants of capital for colonial development 
has been accepted already. A beginning was made with the 
Colonial Development Act of 1940, under which a grant of 
millions a year for ten years was made available, subject to the 
condition that any part of the money not spent within the 'j^ear for 
which it was voted should revert to the Treasury. This proviso was 
in practice fatal; and very little of the money provided for in the 
Act was actually spent. The Act of 1944, however, has gone much ^ 
further. It provides for a total grant of 5^120 millions spread over 
ten years, with a maximum offiy millions for any one year arid 
power to carry over to subsequent years sums not spent up to the 
maximum. Even fij millions is, of course, a very small sum to 
spread over the vast colonial territories that are entitled to share 
in it. But at any rate a big advance has been made; and the 
colonial Governments can now plan in the knowledge that only a 
part of what they spend on<capital development will involve them 
in additional interest burdens payable Outside the colony. Since 
1944 a number of colonial Governments have been busy prepar- 
ing plans, to be financed partly out of the grants under the Act 
anchpartly out of loans; but, as far as I know, the only plan so far 
published* is for Nigeria, and even tliis does not include the 
sections dealing with agriculture and forestry, which are bound to 
occupy a key position in the plan as a whole. The Gold Coast also 
published a Development Plan in 1944.; but this was under the 
old Act, and now needs to be considerably expanded and 
revised.',''' '■ '^p,' 

1 And, of'Sourse, other Govermnerits in colonial areas under their control. 

® Dcceriibcr, 1946. 
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Tht Nigerian Development Plan 

The plaii of the Nigerian Government, as far as it is available, 
is spread over the sixteen years from 1945 to i960, but is worked 
out in detail only up to 1955. The total cost, excluding agriculture 
and forestry, comes to nearly ,^40 millions. The largest items are 
for building millions), medical services (£8 millions), roads 
{.£’j millions), urban and rural water supply (each ,^5 mil- 
lions), and hydro-electricity (/) 1,800, 000). Education gets only 
,^1,688,000 for the next ten years, with a hint of more to come 
after 1955; and the balance is made up of ^900,000 for tele- 
communications and £1^00 fioo for extra personnel to administer 
the scheme. The Nigerian Government jJans to draw as heavily 
as possible on the Colonial Development Fund for financing the 
earlier stages of the plan, and to raise most of the money for the 
later stages by way of foreign loans. 

,^40 millions, spread over the population of Nigeria, is roughly 
£^ a head — not an extravagant sum to spend over 15 or 16 years, 
even if we add to it something substantial for agriculture. But 
even £r\.Ci millions, if the whole sum had to be raised at interest, 
would involve a very heavy burden on Nigerian public finances. 
In 1944 the existing public debt of Nigeria stood at nearly £z^ 
millions, and total public revenue was about ,^11 millions, as 
against only about ;^5 millions before the war. In 1939 total 
exports amounted to about ,^14 millions, as against imports of 
£QfioQ,ooo. Nigeria, like some other colonies, has been able under 
war conditions to achieve a substantial budget surplus; but the 
future depends on the prices which Nigerian products — chiefly 
tea, cocoa, ground-nuts, palm kernels, and palm oil — are able to 
command in the world market. It is no light Matter to embark on 
policies which mean a large growth of external debt, unless the 
capital can be borrowed on exceptionally favourable terms. Yet 
plainly without borrowing there ij no way in which rapid 
economic development can be secured, unless Great Britain is 
prepared to make gifts to the colonies on a greatly eigtended scale. 
And it is a question whether Great Britain, confronted with the 
huge sterling debts accumulated during the war and with the 
prospect of an adverse balance of payments; can aiford to dc? this, 
at any rate unless the gifts are to be spread over a long period, 
and are to take the form of actual deliveries, free of charge, o£- 
British-made capital goods. 

Other Empires 

Throughout this chapter, I have written in term| of British 
colonies, rather than of colonies in general, partly because I know 
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much more about the British colonies than about other dependent 
empires, and partly because the wider the treatment the broader 
the generalisations were bound to become. I camiot, however, 
leave the subject without at least a glance at some of these other 
empires. ,, 

In 1039 the dependencies of the British Empire, excluding 
India’s 380 millions but including all other non-self-governing 
territories and mandated areas, had an aggregate population of 
nearly 90 millions. Next came the Dutch and French empires, 
each with about 70 millions. The Japanese Empire is harder to 
delimit: including Manchukuo but excluding other occupied 
areas in China, it extended in 1939 over about 65 million persons. 
By comparison other empires were quite small. The United States 
had nearly 20 million subjects, mainly in the Philippines, to whom 
full independence had been promised almost at once.i The 
Belgians had about 14 millions, mainly in the Congo; the 
Portuguese nearly 15 millions, mostly in Africa; the Italians, 
including Ethiopia, recently seized by force, fewer than 9 millions, 
and the Spaniards about i million. These were the only consider- 
able empires including detached dependencies, as distinct frotn 
such ‘empires’ as those of China and the Soviet Union, consisting 
of solid blocks of territory subject to a common political system 
and devoid of subject peoples, though not of racial and linguistic 
differences within their frontiers. 

The Dutch Indies 

Of all these other empires, much the richest was that of the 
Dutch in the East Indies. Dutch Indonesia stretches from south of 
Malaya almost tcT Australia, It has an area of 735,000 square 
miles and a population of about 70 millions, of whom two-thirds 
are in Java. There are — or were in 1939 — nearly a quarter of 
a million persons who were classified as Europeans among the 
inhabitants of the Dutclr colonies— -many more than in the 
British terrhories near by. Most of them, nearly 200,000, were 
in Java; and they formed a privileged community, governed by 
Dutch law. In the main, they were officials or business men 
engaged in commerce or in supervisory positions in the oil 
industry or in a few other industries under European manage- 
ment. There were also in Indonesia about 1,250,000 Chinese, and 
a substantial number of Arabs, mainly engaged in trade. There is 
thus a mixture of races not unlike that of Malaya, except that the 
natives, who are mainly Malayans, : preponderate greatly in 
numbers. Java, which is much more dSnsely populated and more 
t It came into force, at any rate nominally, in 1946, 
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intensively developed than thCj^other islands, rivals Malaya in the 
production of rubber and tin, and is also a considerable producer 
of tea, coft'ee, tobacco, sugar, copra, essential oils, pepper, and of 
course quinine, of which it is the main source. There are many 
plantations, under both European and Chinese ownershiij; but 
most of the land is tilled by native producers. 

Before the Japanese occupation, a con.siderable part of the 
Dutch colonial empire in Asia was under various forms of indirect 
rule. There Were local native rulers, recognised by the Dutch 
administration, in the less developed areas of Java, as well as of 
the other islandsj and Dutch, British and American companies, 
for planting as well as for mining, held largo concessions from 
these rulers. Nearly half Sumatra was held on lease by a single 
Dutch company, with a concession authorising it to undertake 
vast works of development and economic exploitation. iSmnatra, 
however, is very thinly populated — unlike Java, where there is no 
rOom for foreign concessions on anything like the same scale. The 
vast difference in populousness between the islands of the Dutch 
Empire in the Ehst Indies can be seen from the following figures, 
taken from the Census of 1930: 


The Dutch East Indies 



(Dale; 1530) 

Popuhlion, 

000 

Area, 
000 sphtie 
mtla 

PoltuUUim 
iter smart 
little 

Java and Madura 

. 41,718 

5 >' 0 . 

817 

Bali-Lombok 

• • 1,803 

4'0 

454 

47 

Sumatra . ' . 

7,678 

164-0 

Celebes 

• • 4 ,« 3 a 

73-0 

58 

Riau-Linga 

29O 

12-2 

24 

Banka-Biliiton 

a 79 

6-5 

43 

Moluccas . 

1, • 8y3 

iga-o 

gI 

Timor 

1,657 

2,169 

a! 4'4 

Borneo . . 

208-3 

10 

Total . . 

. 60,727 

735'3 

83 


It will be seen that more than two-thirds of the total population 
of Dutch Indonesia are concentrated in Java, which is peopled 
many times as densely as India and more densely than the most 
populous Eurojpean countries, such as England 'and Belgium. 
Moreover, numbers have been rising very fast. Jn 1939 the popu- 
lation of Java and Madura was estimated at 47,700,000, and that 
ofi the Nifcherlands Indies as a whole at '69,435. By now, 
alone exceeds 50,000,000, and the entire area has probably at 
least 75, doo, 000 inhabitantsf 
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Dutch government of these extensive colonial positions, which 
were a large source of profit to the Dutch in Europe, has always 
been based on autocracy, combined with a considerable element 
of indirect rule, especially in the less advanced areas. Executive 
authority has been vested in a Governor-Generai appointed by 
and responsible to the home Government, aided by an Advisory 
Council without executive power. The Council, as well as the 
Governor-General, has been nominated by the Queen of the„. 
Netherlands, on the advice of the home Government. Since 1918 
there has been in addition a Volksraad, partly elected by local 
government bodies and partly nominated, but this body too 
began as a purely advisory council, though it was granted certain 
limited powers of legislation under the revised Constitution of 
1926. Following upon this reform, Java and Madura were divided 
into Provinces, further sub-divided into Residencies, under 
officials appointed by the Government^ and a similar system of 
Residencies has existed in the other islands. The subordinate 
officials have been mostly natives; but the responsible positiq^is 
have been held by Dutclunen, appointed and not chosen by any 
sort of election. „ 

The pre-war Volksraad included representatives of the various 
racial groups, but the system of representation was heavily 
weighted on the side of the Europeans. The term ‘European’ has, 
however, not the same meaning in the Dutch as in the British 
colonics in Asia. The Dutch settlers have intermarried to a con- 
siderable extent with the Malayans, and have for the most part 
remained permanently in the country instead of returning home 
after “making their pile.” The descendants pf such mixed mar- 
riages between Dutch men and native women have enjoyed all 
the privileges of Europeans, and regard themselves as Europeans, 
That is largely why the Dutch Indies appear to have so much 
larger a population of Europeans than the colonies of Great 
Britain and France. This very mixture of stocks, however, creates 
a special problem in face of the rise of a nationalist^novement'in 
Indonesia; for the 'Europeans’ cling with the greater tenacity to 
their privileges because their roots are in Indonesia, and not in 
Europe, and they have no real European homeland to which 
they can return. : ^ 

What Happeried in Java 

The Europeans in the Dutch Indies numbered in 1939 about « 
250,000, and there werq, in addition about 1,500,000 Ghinese, 
who constitute a further problem in view of the*gi’pwth of 
nationalist sentiment. Up to 1941 this sentiment was not strong, 
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except among a limited class of ‘intellectuals’ in the urban centres 
of Java. It had little hold in the other islands, and even in Java 
appeared to possess little supp<5rt outside the big towns. National- 
ism still appears to be relatively undeveloped outside Java; but in 
Java the effect of the Japanese occupation has undoubtedly been 
very great. The Japanese expelled the European administrators 
and interned the greater part of the European population; and 
_ they handed over administrative functions to natives of the island, 
under Japanese military control in matters of policy. Many of the 
nationalists accepted ofRce under the Japanese, and on this 
ground have been denounced by the Europeans and by the Dutch 
Government as ‘collaborators.’ This was the basis of the Dutch 
refusal, kept up for a long time, to have any dealings with Dr. 
Soekarno, whose National Government was set up while the 
Japanese were still in occupation, as part of an attempt, when 
defeat had become inevitable, to hand over power to the natives 
rather than to the Dutch. As a further part of this same policy, 
th,e Japanese forces allowed a large proportion of their stocks of 
weapons and ammunition to fall into the hands of the nationalists, 
instead of keeping them to surrender to the Allied commanders 
when they arrived on the spot. This policy was facilitated by the 
fact that there was an interval of some weeks between the 
Japanese surrender and the arrival of Allied forces in Java; and, 
even when a small British contingent did arrive, with the task of 
disarming the Japanese and releasing the internees from the 
camps in the mterioi’, its numbers were far too small to allow it to 
occupy more than a very restricted area round Batavia, and it 
was unable either tp release most of the internees or to insist on 
the transfer of the Japanese weapons and stores. A much longer 
interval elapsed before any Dutch forces reached Java; and, even 
when they did, they were but scratch contingents made up 
mainly of released prisoner* of war and internees, or of natives 
from other islands, between whom and the Java nationalists 
thcire were ancient enmities. 

Gonsec;uently, an exceedingly confused situation developed. 
The shortage of British and the absence of Dutch troops were due 
to difhculties of transport. The Dutch merchant fleet formed part 
of the Allied shipping pool; and the Dutch were aggrieved by the 
refusal to release any part of it for tlie sending of Dutch troops to 
Java, at a time when the British were successfully reoccupying 
- Malaya and Burma. The British were placed in* an embarrassing 
position. Nominally, the British forces !|jad come to Java only to 
disarm tho- Japanese forces and to release their prisoners and 
internees. But this could not be done without the co-operation of 
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the nationalists, who were in control of most of the country; and 
the nationalists were by no me|ins pi'epared to give up the 
weapons they had obtained froih the Japanese, or even to sur- 
render the interned ‘Europeans’ in the interior. The nationalists, 
in effect, were determined to resist the reimposition of Dutch 
arbitrary rule, and realised that their mre hope lay in retaining 
their arms — and also perhaps in keeping the internees as hostages 
until the Dutch Government admitted, or at least went some way* 
towards meeting, their claims. 

At first, the nationalists were disioosed to feel friendly_ towards 
the British, who disclaimed any intention of interfering in Java’s 
internal affairs. But the Dutch on the spot, and the Dutch 
Government at home, pressed strongly that the British, as Allies, 
wereunder an obligation to aid them in suppressing their rebellious 
.subjects and in re-establishing Dutch authority — the more _ so 
because they blamed the British for refusing them ships in which | 

to send their own troops to quell the revolt. Both in Holland and j 

in Java a large section of Dutch opinion took the view that there j 

was no real military power behind the nationalists, and that 
quick, energetic military action would speedily put an end to the 
t entire trouble. Whether or not the nationalists could have stood | 

up to serious military operations — ^and probably they corild not ; 

have done so in the more settled parts of the country — this view 
was based on a great underestimate of the strength of nationalist 
' feeling and of the force that would be needed to deal with 
gucri'illa activities all over the island. The British could not have 
undertaken to suppress the nationalists even if they had be.en 4 

willing to do so; but over and above this they were most unwilling | 

to become involved in a war which, while none of their affair, 
would have been bound to raise up for them very serious com- I 

plications in Malaya, Burma, and India — areas in which they i 

were trying their hardest to arrive at? settlements that would not j 

) embroil them in war, « I 

* 

■: Dutch Policy in Indonesia I 

The British forces in Java, despite this reluctance, did beaome I 

involved in quite serious fighting; but they did their best to limit 
' the scope of their operations and continued to press the Dutch to A | 
j endeavour to arrive at a settlement acceptable to the nationalist 1 

i leaders. The Dutch Government showed for some time the^ | 

: , greatest reluctance to do anything of the sort. In 194,2 Qpeen 

Wilhelmina had announced that for the future the Dutqh colonies 
in Asia and in America were to constitute integral jJarts of the 
Dutch Kingdom, and that it would be for an imperial conference, 
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to be summoned after Dutch control had been re-established, to 
settle the future relations bet:^een the component parts of this 
unified Empire. The nationalists realised that, if they allowed 
Dutch authority to be put back first, their chances of securing any 
approach to national independence would be small; and they 
accordingly insisted on negotiations taking place while they 
remained in possession of their arms and in control of the greater 
-part of Java. The nationalists, however, were by no means all of 
one mind. At one end was an ardent Youth Movement, the 
Pemoeda^ created under the Japanese occupation and largely 
under Japanese inspiration, ivith the slogan “Asia for the Asiatics” 
and a fanatical hostility to the reimposition of any sort of Euro- 
pean authority; at the other end was a body of moderate 
nationalists who realised that their followers were utterly lacking 
in political and economic experience, and that the complete evic- 
tion of the Europeans would be likely to lead to an utter dis- 
location of the economic life of the country, with its high degree 
of dependence on export of primary products to the advanced 
countries. The situation was further complicated by the presence 
on the nationalist side of large tribal elements, hostile to the 
Dutch, but not animated by any feeling for unified nationalism, 
and not at all prepared, in conditions which ollered large open- 
ings for loot and violence, to accept the leadership of the 
nationalist politicians in any move that might result in a return 
to law and order. When the Dutch at length showed some pre- 
paredness, under British pressure, to negotiate, the moderate 
nationalists created a Government under Dr. Sjahrir, who was 
not branded in the came way as Dr. Sockarno as a ‘collaborator’; 
and Dr. Van Mook, on behalf of the Dutch Government, began 
with Dr. Sjahi'ir and his Cabinet the negotiations which under 
Dr. Van Mook’s skilful guidance led, after many vicissitudes, to 
the Gheribon Agreement df November 15th, 1946. Opinion in 
Hqlland was sharply divided on the question of policy. The Dutch 
reactionariesTor the most part favoured an attempt to re-establish 
Dutch rule by force, and only thereafter to negotiate — presumably 
witho puppet delegates of their own choosing — concerning the 
future government of the islands. Dr. Van Mook realised the 
impracticability of any such policy, especially in view of the refusal 
of the British to keep their troops in Indonesia beyond the period 
.^required for liquidating their international commitments on 
account of the repatriation of prisoners of war and the release of 
Allied internees; and in Holland the parties of the left took the 
same viewi'At the Malino Conference of July, 1 94.6, Dr. Van Mook 
had provisionally agreed on terms of settlernent which included 


the constitution of an Indonesian Federation, to consist of four 
States — Java, Sumatra, Borneo, and a ‘Great Eastern’ group- — - 
under conditions of association with Plolland that were left to be 
determined later. This agreemerJt needed the approval of the 
Dutch Parliament, and the Dutch Govermnent was not prepared 
at that stage to go beyond introducing a Bill to set up a body of 
Commissioners who were to proceed to Indonesia and to en- 
deavour to negotiate an agreement on the spot in conjunction 
with the Lieutenant Govei'nor, Dr. Van Mook. This Bill, after, 
meeting heavy conservative opposition, passed the Dutch Parlia- 
ment at the end of August, 1946; and it was of good omen that 
Dr. Schermerhorn, the former Labour Prime Minister of Holland, 
was appointed to head the Gommission. 

In the meantime conditions in Indonesia had been getting 
worse, owing to the failure of the Dutch to accept promptly the 
agreement of July. There was a good deal of scattered fighting, 
in which British-Indian forces were involved, and iregotiations 
were broken off. Towards the end of August Lord Killearn was 
sent to Java by the British Government to endeavour to arrange 
a ti’uce and to mediate, if he could, between the Dutch and In- 
donesian authorities on the spot. The arrival of the Dutch Com- 
missioners and the efforts of Lord Killearn produced a rapid 
improvement in the situation. The Dutch withdrew their refusal 
to negotiate with Dr. Soekarno, the Indonesian President, or 
with others whom they had denounced as ‘collaborators’ ; and a 
Conference which oiseried on October 7th, 1946, with Lord 
Killearn in the chair, succeeded both in arranging a truce 
(including a promise by the Dutch not to send further troops to 
Indonesia and a ‘standstill’ which left the parties in occupation 
of the areas actually held by them) and in reopening dnect 
political discussions between the Dutch Commissioners and a 
reconstituted Indonesian Government resting on a broader basis. 
A ‘cease-fire’ actually came into operation in most areas on 
November 4th; and on November 15th the Dutch and Indonesian 
delegates signed the important Gheribon Agreemerst. This began 
by recognising the existing Indonesian Government as the de facto 
Govermnent of both Java and Sumatra, and went on to pijovide 
for the inclusion of the Indonesian Republic, covering these 
islands, in a wider Federation of Indonesian States, which was 
to be linked to liolland, but was to be put forwai-d for indepen- 
dent representation as a member of the United Nations. Steps 
were being taken at the end 011946 to bring into existence tluf* 
new State of East Indoi^esia, which was meant to include most 
of the Dutch islands except Java and Sumatra. The* position in 
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Borneo was still highly uncertain, and it was left open whether it 
should form a separate State or become part of East Indonesia. 
The Gheribon Agreement had still, at the end of 1946, to receive 
ratification by the Dutch ParHament. After its conclusion, dis- 
agreements arose over its interpretation, the Dutch attempting 
to place their own glosses on some of the terms as a condition of 
ratification. These glosses were, however, withdrawn, and the 
a^eement endorsed, in March, 1947. In 1942 the Dutch policy, as 

„laid down by law, had been tlrat of making the Dutch possessions 
overseas integral parts of the Dutch Kingdom, whereas the Cheri- 
bon Agreement calls for the reconstitution of the Dutch Empire 
as a federation in which HoUand is to form one part and the 
Indonesian Federation a second — the future status of the Dutch 
possessions in America (Surinam and Curasao) being still undeter- 
mined. If the Gheribon Agreement is worked in the right spirit 
the outcome will be satisfactory; but much remains to be done, 
on the Dutch side to carry it out, and on the Indonesian side to 
establish a system of government holding effective authority. 

Jt is to be noted that, although extreme nationalism is playing 
a large part in Java, Communism has so far made little way. The 
inspiration of the extreme group has come from the Japanese 
occupation, and not from the Soviet Union; and the ideas behind 
it have been those of nationalism rather than of Communism. It 
has been a movement against Europeans, rather than /or any par- 
ticular kind of social reorganisation. Political, as distinct from 
nationalist, consciousness is indeed still immature; and there exist 
no strongly organised parties with a mass following. This is why the 
ability of Dr. Sjahrir and the other political leaders to speak for the 
main body of nationalist opinion can be so easily questioned : it is a 
fact that, if they were to go too far towards compromise with the 
Dutch, they might find themselves bereft of followers, without 
any alternative group of leaders being in a position to assume 
control. Some of the more dntransigeant Dutch would welcome 
this, as closing the door to further parleys; but responsible leaders 
in TIolland realise that their eountry can ill afford to face the 
prospect of a long and exacting guerrilla war in the jungles and 
tribal areas of Java and the other islands; and the signing nf 
the Linggadjati Agreemnt in March, 1947, confirmed their vic- 
tory over the reactionary influences both in Indonesia and at 
home. 

^French Indo-China 

The French Empire in Asia is both smaller and less wealthy 
than the Dutch. It is situated mainly’ in Indo-China, between 
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Siam and the Chinese Republic, and it has a population of about 
34 millions. It has consisted mainly of ‘protectorates,’ nominally 
under native rulers but in fact ^verned in French interests by 
French Residents who have acted as their ‘advisers.’ Cochin 
China, unlike the other areas, has had the status of a French 
department, and has elected deputies to sit in the French 
Chamber. In all French China there were in 1939 only about 
30,000 Frenchmen, mainly engaged in administration, mining, 
and public utility occupations. Indo-China is mainly agricultural* 
and, includes a great rice-growing area in Cochin China, Cam- 
bodia, Laos, and Southern Annam. But it is also important indus- 
trially— -especially the Tongldng region and Northern Annam, 
which produce coal, zinc, tea, wolfram and spelter. Rubber is 
also grown on an increasing scale. 

French Indo-China, like the Dutch Empire in the East Indies, 
fell a victim to Japanese aggression during the war. It was 
occupied by the Japanese with the consent of the Vichy Govern- 
ment in France; and, here as elsewhere, the Japanese used their 
opportunity to stir up anti-European feeling. The Annamfise, 
however, who are a warlike people, did not take kindly to 
Japanese occupation, any more than they had done to French 
rule. They resisted the Japanese, and, when the Japanese collapse 
came, made ready to assert their independence against the 
French. The Japanese withdrawal left behind an active nationalist 
movement, supplied with considerable quantities of Japanese 
arms. The task of receiving the surrender of the Japanese forces 
and of taking over the military control was divided between the 
British, accompanied by a small French contingent, in the south, 
and the Chinese in the north, as the French^had no forces avail- 
able for reoccupying the country; The principal clement among 
the nationalists was Annamese, and the main nationalist strong- 
holds were in the north, which is also the industrial part of the 
country, with considerable mineral ’’resources. Of the four main 
areas, Cochin China in the south, Cambodia in the west, and 
Southern Annam, to the north-east of Cochin Ghma, are mainly 
agricultural, rice being extensively grown and in normal times a 
considerable export, Laos, lying to the north of Cambodia, 
between Annam and Siam, is mainly undeveloped and thinly 
populated. Tongldng and Northern Annam, away in the north of 
Indo-China, towards the frontier of China proper, have some 
affiliations with ^the Chinese in culture and outlook, and a con-sp* 
siderable Chinese jjopulation exists, not only in this region, but 
also in Cochin China, especially in the towns, The Annamese, 
however, are a distinct people, with a strong nationalist feeling of 
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their own, and with warlike instincts. They are mainly Buddhists, 
whereas Mohammedanism is strong in Cambodia, and tribal 
religions exist among the populations of the undeveloped areas 
in the interior. 

The Annamese nationalists offered strong opposition to the 
British and subsequently to the Fi*ench rcoccupation of Cochin 
China, which belongs racially with Annam, and there was a good 
deal of irregular warfare in and around Saigon in the south 
''before French authority was re-established. In the north, the 
Chinese forces, when they withdrew, left behind an Annamese 
nationalist Government, known as the Viet-Minh Government; 
and the French, who had always ruled Annam and Tongking 
through Residents acting nominally on behalf of the native King 
of Annam, were compelled for the time being to come to terms 
with this Government, and to recognise its authority over the 
northern part of the country. This did not satisfy the Annamese, 
who, unlike the Cambodians and Laos, have always resented 
French authority. The Annamese consider that they have a 
claim to control Cochin China, as well as the whole of Annam 
and Tongking, and only yielded to force in allowing French 
rule to be re-estahlished in the South. The French also had some 
trouble with the Siamese, who were allowed by the Japanese to 
re-annex certain areas, taken from them by the French in 1907, 
and were accused by the French in 1946 of allowing Annamese 
forces to operate against them from bases in Siamese territory. 
The disputed areas were restored to Indo-China in 1946. The 
inhabitants of western Indo-China have, however, in general 
much more in common with those of Siam and of Java than with 
the Annamese and'' the other peoples of Northern and Eastern 
Indo-China; and, were the French control to be removed, Cam- 
bodia might possibly g^'avitate towards InclonesiUj whereas the 
Annamese would probably link up, at any rate loosely, with the 
people and Government of China proper. 

n ■ ■ ■ 

Vist-Nam moF the French 

The French Government, in tlie earlier stages of the re-occupa- 
tion of Indo-China after the Japanese surrender, was in a very 
weak position. It owed the re-establishment of its authority in 
the southern part of the country to British military help, and was 
cleai’ly unable to deal with the Annamese in Northern Annam and 
—Tongking, if they were minded to resist re-ocqppation by force. 
The declared French policy at this stage was that of conceding 
self-government to Indo-China, which -(Vas to be re-constituted as 
a Federation forming a constituent in the Union Franfaise—:&iG 
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new shape that was conceived of for the French Empire as a whole. 
Admiral d’Argenlieu, when he arrived in IndO'Ghina as French 
tiigh Commissioner in October, 1945, made large promises of 
independence under the French flag; and the Hanoi Treaty 
provisionally signed in March, 1946, recognisec? the Viet-Nam 
territory as a ‘free State’ forming part of an Indo-Chinese Federa- 
tion within the French Union, and also promised that French 
troops should be withdrawn, except from certain bases, withii> 
five years, and that a referendum should be held in Cochin China 
to determine whether or not it should become part of Viet-Nam. 
On these terms the Viet-Nam Government agreed to receive 
French troops to replace the Chinese forces which had agi’ced to 
leave Tongking and Northern Annam; and the French in fact 
made haste to increase their forces m Indo-Ghina. They had 
already signed, in January, 1946, a treaty with the King of Cam- 
bodia, who had asserted his loyalty to France (the Cambodians, 
as we have seen, have no love for the Annamese) ; and in Feb- 
ruary, even while they were negotiating with Viet-Nam, they -set 
up a Consultative Council for Cochin China, and set out to 
separate it as far as they could from Annam. This Council soon 
blossomed forth into a sort of puppet Government; and the Dalat 
Conference of April-May, 1946, between the French and the 
Viet-Nam delegates broke down mainly over the French rejection 
of Viet-Nam’s claim to include Cochin China within its area. In 
June, the French, though further negotiations were pending, 
recognised Cochin China as a separate Republic within the Indo- 
Chinese Federation. 

Despite this, Viet-Nam sent delegates to a Conference in 
France— the Fontainebleau Conference of July, 1946. But while 
this Conference was actually in progress, and the Viet-Nam 
leaders wei’e away from Indo-China, the French called at Dalat, 
in Tongking, a quite separate Gonfefence of delegates from their 
own puppet Governments and groups to draw up proposals^ for 
an Indo-Chinese Federation in which Cochin Ghiila was to be a 
separate constituent. The calling of this Confei'cnce caused first 
a suspension and then an entire breakdown of the iiegotiations at 
Fontainebleau. The Fontainebleau Gonfei'ence was broken off by 
the French on September 8th, 1946, and a week later the French 
Colonial Minister, M. Moutet, and the President'of the Viet-Nam 
Republic, Dr. Ho Chi Minh, signed a temporary agreement, 
called a modus mvenxli, explicitly affirming that the I-Ianoi Agree^*^ 
ment of March, 1946, remained in force. On this uneasy footing 
matters rested for sonte months, till in December the anouldering 
trouble flared up into a renewal of actual warfare. It seems beyond 
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question that the French authorities had been playing a double 
game, encouraging Annamese hopes of concessions which they 
never intended really to make,*and in the meantime building, up 
their military strength, despite promises to the contrary, with a 
view to asserting their supremacy by foi'ce. The Annamese 
leaders, on their side, were not prepared to renounce their claims 
to Cochin China, and became gradually convinced that, the 
Jonger they stayed quiet, the more certainly would the I'’rench 
undermine their position. They therefore chose resistance as jsre- 
ferable to what seemed an otherwise inevitable whittling away of 
their power; and the French retorted by breaking ofi' all relations 
with the Viet-Nam Government, and attempting to suppress the 
Annamese by force. During the early months of 1947 there was 
steady guerrilla fighting. Admiral d’Argenlieu, who had 
been largely responsible for the reaction, was recalled; but the new 
French Government demanded and got large military credits for 
the war against the Annamese. The Communists strongly 
attacked the Indo-Chinese policy of the Government and of the 
military; but they were unwilling to oblige the French Right, 
which used the* dispute as a means towards driving them 
out of the Government, by forcing matters to an issue. The 
Viet-Nam Government, on its side, showed no wish to break 
away wholly from the French connection, if it could be 
assured of real self-government within the French Union. But it 
seemed as if most Frenchmen, except the Communists, were 
totally incapable of conceiving that any people which had the 
good fortune to Ise ruled by Frenchmen could possibly entertain 
a wish to be ruled iir any other way. In particular the fact that 
Cochin China, as one of the old French colonies (dating back to 
1 863) had the status of a French department and was represented 
by deputies in the French Chamber, and that a substantial 
number of its inhabitants 'had the status of French citizens, 
complicated the position, because it made a large section of 
Frenchmen feel under an obligation to defend their own 
fellow-citizens in Cochin China from being brought under Anna- 
mese jrule. Thus the French, when it came to the point, made a 
much sadder bungle of their Asiatic colonial problem than, the 
Dutch seemed like maldng early in 1 947. 

^he Problem of South-east Asia »: 

The fortunes of the three empires in South-east Asia— the 
Dutch, the French, and the British— are obviously linked together 
both by common economic mterests and by their key geo- 
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graphical position between India and China, and on the sea 
routes from the west to China, Japan and Oceania. With these 
colonial areas goes Siam, the on'e State in the region that has 
managed to preserve its independence. The peoples of the region 
as a whole have no racial homogeneity, and they speak a wide 
variety of languages belonging to different linguistic groups. The 
name ‘Indonesia,’ which has come of late to be loosely applied, 
sometimes to the islands only and sometimes to the entire region,- 
had originally a linguistic significance, but has now no precise 
meaning. It is most often loosely related to the areas inhabited 
mainly by Malays — that is to say, primarily to Malaya and the 
greater part of the Dutch Indies. The Siamese and the Burmese, 
with some of the inhabitants of the western part of Indo-China, 
form a second large group, and the Annamese a third smaller 
group. Chinese settlers are widely scattered oyer most of the 
region; they are most numerous in Malaya, but play an important 
part in the towns in other areas as well. Indian labourers, as we 
have seen, have also been numerous in Malaya, which has the 
greatest mixture of races. Side by side with these relatively 
advanced groups, there are many tribes living ryider very primi- 
tive conditions — not only in Borneo and in New Guinea, but also 
in Sumatra and in Eastern Java and in Northern Burma. 

This entire region, up to the very frontiers of India, fell an easy 
victim to Japanese aggression in the period after the Pearl Har- 
bour attack; and in none of them was there any serious resistance 
on the part of the native inhabitants. There was, indeed, hardly 
anywhere any readiness to collaborate with the European rulers 
in opposing the Japanese; and there were „every where groups 
which either welcomed the invaders from the outset or readily 
worked with them when they had taken f)ossession of the various 
countries. The Japanese everywhere represented themselves as the 
liberators of the Asiatic peoples fronci" European domination, and 
preached the doctrine of ‘Asia for the Asiatics’ under Japanese 
leadership and tutelage. In some areas the Japanesctsubsequeritly 
made themselves unpopular by their exactions and by the harsh- 
ness of their control; but in most parts of the region the effijet of 
their presence was to create nationalist movements of a sort, and 
these movements, on the withdrawal of Japanese I'ule, were inevit- 
ably led largely by former ‘collaborators.’ Such collaboration it is 
absurd to regard as criminal. The peoples of these countries had 
no reason to lUce fhe European rule to which they were subject, or^*^ 
not to take their chance^of escaping from it when it seemed to 
have come. There was no reason likely to appeal tn them for 
taking sides ih a war between Fascism and democracy on the 
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Western model; for they had not been partners in any such 
democracy and had no ground for disliking Hitler or the Japanese 
militarists any more than they "disliked the British^ or the French, 
or the Dutch. 

It is therefore in no way surprising that, being helpless to resist 
Japanese occupation if they had wished to do so, they should have 
taken every chance of getting power into their own hands in the 
r-sphere of local control and administration, or that, when the 
Japanese system crumbled, they should have been ready to lay 
hands on Japanese weapons wherever they could, and to proclaim 
their intention of using them to resist the reimposition of Euro- 
pean rule. In Burma and in Malaya, developments of this order 
were forestalled by the promptitude with which British forces 
appeared on the spot to receive the Japanese surrender, to take , 
over Japanese arms, and to reintroduce British rule; and because 
of this fact nationalism in these countries did not take the form of 
armed revolt, but only that of a political demand — for self- 
gavernment in the case of Burma, and of a protest against the con- 
solidation of British rule in a new Malayan Union in the case of 
the Straits Settlements and the Malay States. The Dutch and the 
French, as we have seen, were both placed at a disadvantage 
from having no troops available on the spot to reoccupy their 
colonies at once and so prevent Japanese arms from getting into 
the hands of the natives; and consequently nationalism in Java 
and in Indo-Ghina took a much more aggressive shape, so that 
both the Dutch and the French had to choose between trying to 
reach some sort of accommodation with the insurgent forces and 
facing a long and d^icult war of suppression. The British, having 
successfully reoccupied their own colonies, were not much liked 
when they started preaching the virtues of peaceful accommoda- 
tion to their worse-placed allies, who not unnaturally felt that 
they were being let down. This applied especially to the Dutch, 
who had no 'Vichy’ past to look back upon; and there was coit- 
sidferable Dutch pressure on the British to take a strong line in 
Java in re-establishing Dutch rule. To attempt this, however, 
would have greatly complicated Great Bidtain’s negotiations with 
the Indian leaders, who were violently opposed to the use of 
Indian troops in Java to suppress the nationalists, and were dis- 
posed to sympathise strongly with the native independ.ence 
movements throughout the region. 

Ideally, all this group of countries, or at any r?ite most of them, 
ought clearly to form some sort of federal unit of their own. The 
nucleus of Siuch a region would be British Malaya and the Dutch 
East Indies; but Burma and Siam might well be members of it, 
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and it might also reasonably include the Philippines, if not 
Formosa. Indo-China is a more doubtful case. The more natural 
alBliation of Annam and Tongking and of most of Cochin China 
is with China rather than with the ‘Indonesia^.’ peoples; but 
Western Indo-China, especially Cambodia, belongs more natur- 
ally with the grouping based on Malaya, Burma and Siam. 
Clearly, however, no regional grouping of this sort is compatible 
with the survival of the European colonial empires, even if these" 
were to be reconstituted in ways that would concede a large 
measure of self-government to the peoples. The Dutch East Indies 
cannot easily become a constituent part both of a federal Dutch 
Empire and of a Federated Union of South-east Asia; nor can 
Burma and Malaya easily straddle between such a Union and 
the British Empire, or Western Indo-China be a part both of a 
French Union and of a group of Asiatic States. Imperialism thus 
cuts right across the larger aspirations of those nationalists who 
want not merely self-government within each separate area, but 
the freedom to combine into a larger federal group. 

Nor should it be overlooked that the nationalist movement is at 
very different points of articulate development and hold on 
popular consciousness in different parts of the region. It is 
strongest in Burma; but the Burmese seem more likely to 
succeed in making their own terms with the British, and in this 
country the British Government is definitely pledged not to con- 
cede less to the Burmese people than to the Indians — a promise 
that was made when Burma was divided from India in 1935. In 
face of this promise, the Coalition Goyei'nment’s White Paper of 
May, 1 945, was nothing less than a breach of fiiith. It foreshadowed 
a period of arbitrary government, to be ended by a gradual return 
to the pre-war system, and then only succeeded by an approach 
by stages to some sort of ‘Dominion’ status ; and it was followed up 
by the return of the pre-war Governor to office, and by an attempt 
to reinstate the pre-war administrative system, ar^ to seleck for 
consultation only the most amenable of me Burmese politicians. 
Instead of seeking to work on friendly terms with the Burmese 
Anti-Fascist People’s Front, which had been the chief element in 
the resistance movement, the Government, even after Labour had 
come to power in Great Britain, continued to antagonise the 
national leaders. For some of its immediate actions there was 
excuse in the great devastation which the war had left behind-*, 
and in the need for external help in putting the counti-y’s 
economy back on its feet. But this was no good reason for the 
reactionary ineptitude of the British Government’s policy through 
most of 1946, or for the failure of the Gabinet Mission, when it 
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visited India, to pay the smallest regard to Burmese claims. 
Towards the end of 1946, however, the British policy was changed. 
There was a new readiness to discuss Burma’s future, on terms 
not excluding independence, with the real leaders of national 
opinion; and in January, 1947, an influential Burmese delegation 
came to London, on the British Government’s invitation, to open 
formal discussions for an acceptable settlement, and the outcome 
"■was an agreement, accepted by the Burmese delegates with two 
dissentients, conceding the full right of a Burma Constituent 
Assembly, which is to meet in 1947, to decide upon the country’s 
future. This Assembly is to have full freedom to decide, if it so 
wishes, for complete independence; and, whether it so decides or 
not. Great Britain undertalces to further the admission of Burma 
as a member of the United Nations, as soon as the new State is 
established. The main reason for the refusal of two members of the 
Burmese delegation to accept this apparently satisfying agreement 
was that the claim of the Burmese Constituent Assembly to settle 
without further question the future of the national minorities 
which form a substantial part of the population, mainly concen- 
trated in the hill*areas, was not fully endorsed. The question of 
the future of the Karens, the Shans, the Chins, the Kachins, and 
the Nagas — all, except the Karens, inhabitants of Upper Burma: — 
was left to be settled after a joint British-Buimese Committee of 
Enquiry has made its report. This issue may still give rise to 
trouble; but at any rate a promising new start has been made 
since the British Government agreed to negotiate with the real 
leaders of Burmese national opinion. That they won the real 
leaders, the electiorfSi of March, 1947, clearly showed. 

Now that Burma, in these discussions, has won its independence, 
including the right to make foreign links of its own, they will 
probably be in the first instance with already independent Siam, 
rather than with any area now under colonial rule. As for the 
Malayan ama^ including those under Dutch rule as well as Malaya 
itself, there seems to be no immediate prospect of revolt in British 
Malaya, where indeed the British Colonial Office now seems likely 
to ‘ptfll off’ its revised plan for a Malayan Federation that will for 
the time strengthen the British hold. In Java and Sumatra it seems 
probable that there will be an accommodation that will re- 
establish Dutch sovereignty in the form of an Indonesian Federa- 
J-i^ibn linked with Holland under the Dutch Grown, though in the 
other islands coherent nationalism is still so undeveloped as to 
afford scant fotmdatibns for a federal sfstem based on national 
independence. The European powers, in view of the great eco- 
nomic importance of these areas to their own economies — not 
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least their capacity for earning dollars for the countries which are 
in a position to control their exports — ^will assuredly do their very 
utmost to retain enough control to keep themselves in enjoyment 
of these assets. The British, in addition, will desire to keep a tight 
hold on Singapore, at the cross-roads of the wfiole South-east 
Asia region. 

If these predictions are correct, there will be for the present no 
independence, though there may be in some cases a considerable 
measure of self-government, for the colonial areas of South-east 
Asia, except British Burma and possibly, but not certainly, the 
Annamese part of French Indo-Ghina. It does not, however, 
follow that there can be no approach to unification of economic 
policy. If Great Britain, France and Flolland could work together 
in Europe, and could, in their several ways, come to terms with 
the nationalist movements in their several colonial areas, there is 
every reason why they should seek to follow a common regional 
policy in handling for the world market the key products of 
South-east Asia, including common production and development 
policies as well as common regulation of marketing. Both rubber 
and tin, the two outstanding products, had been already, between 
the wars, fields of experiment in international regulation of sup- 
plies. These inter-war forms of regulation were essentially restric- 
tive, and were designed in the interests of European companies 
and planters rather than in those of the native peoples. What is to 
be worked for is the conversion of the highly restrictive controls of 
the inter-war period into orderly arrangements for the stabilisa- 
tion of output at a high level, and for sale at fair prices, not by 
unilateral action of the producers and theii''government backers, 
but by agreed decisions taken in conjunctiorrwith the consuming 
countries. But these conditions are unrealisable to-day except on 
a basis of real and equal partnership betw'een the European 
investing countries and the nationalist movements of the countries 
in which the investments are made. "(See Note on p. 874.) 

A; ■ 

Empires in Africa 

In Africa, there are not three empires, but six or seven— -British, 
French, Belgian, Portuguese, Italian, Spanish, and South African; 
for the Union of South Africa, even apart from its mandated terri- 
tory in South-west Africa, can be regarded as a white ruling 
power with its subject empire of native peoples. In 1939 these 
empires held sway respectively on about 53, 43, 14, 9, 8|, i 
8 million people. In alb Africa there were but three even nomin- 
ally independent States— the Union of South Africa, with its 
2 million whites lording it over four times as many native 
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Africans; Egypt, with about i6 million people; and the negro 
Republic of Liberia, with about 2,500,000. Ethiopia, the remain- 
ing claimant, with its 5 to 6 million inhabitants, had passed for the 
time being under Italian rule, and comprised the major part of 
Mussolini’s subject empire. Of the British possessions in Africa 
I have spoken already. The French empire covered most of 
Northern Africa — a vast and for the most part sparsely populated 
<«,rea, including the great Sahara desert. The Belgians held the 
major part of the Congo and therewith the very populous area of 
Ruanda-Urundi — a happy hunting ground for the recruitment 
of cheap native labour for the surrounding territories. The Portu- 
guese were on both the east and the west coast nearer the south- 
in Mozambique on the east and in Angola and Portuguese Guinea 
on the west, Italy, before the war, held Libya, Eritrea, and Italian 
Somaliland, in addition to Ethiopia, recently overrun. Spain had 
the small Spanish zone in Morocco, and some almost empty 
stretches of land along the north-west coast. The Union of South 
Africa, in addition to the great native areas included within its 
frontiers, held the mandate for formerly German South-west 
Africa, which it failed, towai'ds the end of 1946, to persuade the 
United Nations to hand over to it as an absolute possession. It had 
also failed to persuade the British Government to give over to 
it the colonial territories of Swaziland, Basutoland and Bechuana- 
land, which remained under the rule of the British Colonial 
Office and subject to a regime less inimical to the native popula- 
tions than that of the Union. 

The African continent had been carved up among the European 
powers in the course of a movement of imperial expansion and 
imperialist rivalry which reached its height in the closing decades 
of the nineteenth century. The resulting divisions of the continent 
bore almost no relation to nationality or social tradition or to any 
other recognisable principle. The white empires spread inland 
fropi trading stations on the coast until the whole of the vast 
interior had been nominally annexed to one or another of the 
imperialist rivals. In part, the work was done by practically 
independent companies, intent on trade, exploration, and the dis- 
covery of mineral resources. The Chartered Company of South 
Africa, the Royal Niger Company, and the Portuguese Mozam- 
bique Company are outstanding examples. Leopold of Belgium 
for a long time maintained in the Congo a private empire of his 
^Wn, and under this rule the native population came near to being 
extinguished by the predatory barbarity of its conqueror. ‘Red 
rubber’ became a horrible legend— until the profitableness of 
African rubber production was extinguished by the growth of the 
924 r ^ ^ ^ 



plantation economy of Malaya and the Dutch Indies. At length, 
in 1908, the Congo was annexed to the Belgian State, and the 
irresponsible rule of Leopold’s* Compagnie Internationale was 
replaced by a more respectable rdgitne. 

In each of the separate imperial spheres into which the greater 
part of the African continent has been marked out, the ruling 
power has introduced its own patterns of government and admini- 
stration. This is not necessarily a uniform pattern for the terri-„ 
tories subject to a single power — ^for example, the positions of 
Algeria, Senegal, Tunis, Morocco, and the Ivory Coast, within 
the French empire, are all different. But the pattern of admini- 
stration in each country’s dependencies tends to be greatly 
influenced by the type of civil servant it sends out. The British 
civil servant has been relatively well paid, and has looked forward 
to retirement on a satisfactory pension after a considerable period 
of continuous service in a single colony. He has isolated himself 
from the natives, and has maintained a colour-bar which has been 
in most areas nearly impassable. But he has usually not been cry,el 
or exacting, and in general he has tried to be just according to his 
lights. The Frenchman has been much worse paid, and has 
usually served in the same area for a much shorter period. He has 
been much less strict about colour, but much more exacting in 
regard to his personal prestige, and very much more tyrannical in 
the repression of native agitations. The French, like the Dutch 
in Asia, have been much franker than the British in regarding 
their empire as a source of profit to the ruling j^ower. Some will 
say that they have merely been less hypocritical; but that is not 
the whole truth. It is undoubtedly true that the French colonial 
services have failed to attract on the average as good a type of 
administrator as the British. Therewith, they have been cheaper, 
and have imposed smaller burdens on the public finances of the 
colonies. The Belgians, having been nptoi’iously the worst, have of 
late ranked among the better colonial administrators. The Italians 
have been ruthless rulers, but adrnirable engineers, v ' 

Problem of International Collaboration in Tropical Africa 
Between the territories which are subject to different empires 
there is hardly any collaboration. Except in the Congo Basih and 
in the mandated areas, where the open door to the coniinerce of all 
nations has been safeguarded by international covenant, colonial 
markets have beeft largely reserved for the products of the ruling < 
country. Even Great Britain, which used to keep the door open, 
had banged it to before 1939 against the cheap export^ of Japan. 
Each colony^ to the extent that white influence has invaded it, has 
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taken after the civilisation of the ruling country: so that there has 
grown up, side by side with the old tribal customs, not one pattern 
of westernisation, but a patcht^ork. It is tempting to suggest that 
all tropical Africa ought to be unified under some sort of common 
international administration responsible to the United Nations; 
but it is more than doubtful whether such a system could at present 
work in practice. It may be necessary, now that European 
.^influence has made its impact in different national forms in 
different areas, for the process to go on for a time as it has begun, 
each territory winning its way towards self-government after a 
fashion based upon the habits of its alien governors. But, even if 
this necessity has to be accepted, there is plainly need for some 
degree of unification — ^for tlie formulation internationally of a 
charter of African rights which each European power must be 
pledged to observe, and not merely so pledged but obliged to 
report upon its stewardship to an international authority under 
U.N.O. which will be able to bring the pressure of world opinion 
to.„bear upon any defaulter. A faint adumbration of such an 
authority existed under the League of Nations, in the form of a 
Permanent Maijdates Comnoission; but its reference did not 
extend beyond the mandated areas, and its powers were weak. 

U.M.O., Trusteeship and Colonial Policy 

The Charter of the United Nations Organisation includes two 
Chapters which deal with the administration by member-States 
of “non-self-governing territories” under their control. The first 
of these Chapters deals with such territories in general, and is 
applicable to all colonies, dependencies, and mandated territories, 
under whatever terms they are held, fi’he other Chapter deals 
with ‘Trusteeship’ — a special status which can be given to any 
non-seif-governing territoiy for which the State exercising 
political control over it dra-ys up a ‘Trusteeship Agreement’ and 
secures for this agreement the approval of the U.N.O. General 
Assembly. ‘TArusteeship,’ under the U.N.O. Charter, is clearly 
intended to replace the old ‘mandates’ system of the League of 
Nations; but it: is also given, potentially, a far wider range, for any 
State belonging to U.N.O. can propose a Trusteeship: Agreement 
for any of its colonies or dependencies. The new system is therefore 
not confined to ‘mandated’ territories; but it is to be noted that 
there is no positive obligation upon any State to bring even its 
^League Mandates under trusteeship-much lEss to apply the 
system to any of its colonies or depencigneies not at present held 
under trust, 

The drafting of these Chapters of the U.N.O. Charter gave rise 


to considerable difficulties, and the attempt to apply them has 
already given rise to many more, /^hcn they were being drafted, 
two main difficulties arose. In the first place, were the colonial 
Powers to be committed, either in respect of their colonies 
generally or, more narrawly, in respect of territories brought 
under Trusteeship, to “independence” as the goal, or was the 
permanent continuairce of colonial rule to be allowed? The 
general articles dealmg with “non-self-governing” territories didr 
commit the colonial Powers, in very broad termsj to administer " 
them with a view to “the political, economicj social and educa- 
tional advancement of the peoples concerned,” and to the 
development of “self-government” of these peoples “according to 
the particular circumstances of each territory and its people and 
their various stages of advancement.” This phraseology was very 
vague, and was deliberately drafted so as to make no mention of 
‘independence,’ even as an ultimate goal. Moreover, even in the 
case of territories which were made subject to Trusteeship there 
was no commitment to ‘independence’ as the goal. All that was 
laid down was that such territories must be adipinistered with a 
view to “their progressive development to'Wdsd.s' self-government or 
independence, as may be appropriate to the peculiar circumstances 
of each territory and its people and the freely expressed wishes of 
the people concerned, and as may be provided by the terms of each 
trusteeship agreement.” Thus, it was irot only left entirely open to 
States not to bring their colonies or dependencies under trustee- 
ship: even if they did they were under no obligation, except by 
their own voluntary act, to commit themselves to allowing these 
areas to become independent at any future time. 

Nor was this all. It was clearly contemplated, though it was not 
explicitly laid, down, that the former League Mandates should be 
brought under the U.N.O. Trusteeship system; but it was ex- 
plicitly left open to States holding naandates to designate whole 
territories, or parts of them, as “strategic areas,” and, whereyer 
this was done, the effect of the Charter was to remo'llfe all powers 
of supervision out of the hands of the U.N.O. Assembly, or of the 
Trusteeship Council which was to be constituted under its 
auspices, and to transfer aU these powers into the hands of the 
Security Council, dominated by the great military States. 

The Trusteeship Council was not to come into existence until 
a certain number^of individual Trusteeship Agreements had been 
drawn up and approved by the U.N.O. Assembly; and it could'^ 
not actually be established until the end of 1946, By that time 
Trusteeship Agreements had been submitted and accepted for 
most of the old ‘mandated territories’ ; but not a single State had 
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proposed to bring any of its own colonies or dependencies under 
the trusteeship system. There ^ere, moreover, highly significant 
exceptions even among the ‘mandates.’ One was Palestine — to be 
discussed in the next Chapter of this book. Another was South- 
West Africa, wliich the Union of South Africa was trying to annex 
outright. A third was the group of former Japanese mandated 
islands in the Pacific, which tlie. United States was proposing to 
designate as ‘strategic ai-eas,’ and to retain under its exclusive 
control. Nor did the Trusteeship Agreements that were submitted 
and accepted make any provision for securing the future indepen- 
dence of the territories concerned. Consequently, the discussions in 
the Trusteeship Committee of the U.N.O. Assembly in New Yoi’k 
towards the end of 1946 developed into a series of unseemly 
wrangles, and, though they ended in the acceptance of enough 
Trusteeship Agreements to enable the Trusteeship Council to be 
brought into existence, this was achieved only in face of tlie 
opposition of the Soviet Union and of India, and of the Soviet 
Uidon’s refusal to participate in the work of the Council. One 
main issue which arose at New York concerned the interpretation 
of certain words “hsed in the Charter, which prescribed that all 
Trusteeship Agreements should be “agreed upon by the States 
directly concerned,” but omitted to define this highly ambiguous 
phrase. These words were insisted on in the first instance by the 
United States; but at New York they were invoked by the Soviet 
Union, which pointed out that it was not a consenting party to 
the terms of the agreements that had been drawn up. The Soviet 
delegate also pointed out, somewhat disconcertingly, that the 
effect of transferring the ‘strategic areas’ from the Trusteeship 
Council to the Security Council would be to make all proceedings 
relating to them subject to tlie veto;i to which American spokes- 
men promptly, though unofficially, retorted that they proposed 
to hold on to their exclusive control of the strategic bases in 
question whatever anyone else said, or whatever might be the 
legal position*’ under the United Nations Charter. 

In short, the discussions of Trusteeship at the meetings of 
U.N.O. have been a singularly unedifying display of ‘power 
politics,’ and of ill omen for those who have ventured to hope for 
an advance towards a more international spirit in colonial 
administration. There is no sign at all that the ruling Govern- 
4__paents are prepared to accept international judgment on their 
conduct in their imperial possessions, or to work together in 
administering them primarily in the interests of the peoples 
- concerned, f'v 

^ See pages 804fF and ioi4fF. 
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The entire question of colonial empire is, indeed, under implicit 
debate in the world to-day. Although there has been no mass 
revolt of the colonial peoples, discontent has grown rapidly in 
almost every colonial area, and in most places, except the most 
primitive, some sort of nationalist movement under "native leader- 
ship has begun to appear. There have been extensive strikes in the 
West Indies and in Mauritius, as well as on the African continent,* 
and, as we have seen, the Japanese invasion has left behind it a 
strengthened anti-European feeling in most of the Asiatic colonial 
territories that were overrun. In areas remote from the actual 
fighting, war for the most part brought improved economic con- 
ditions, though there was in many cases a shortage of European 
goods that the inhabitants would have liked to buy. This relative 
and partial prosperity followed upon experiences of acute eco- 
nomic depression and insecurity during the period between the 
wars; and adversity and relative prosperity alike had the effect of 
increasing discontent and of stimulating nationalist feeling- — or at 
any rate dislike for alien rule. Communist propaganda has 
been directed, wherever possible, to strengthening this anti- 
imperialist sentiment and to emphasising the contjjast between the 
position of economically backward peoples in the Soviet Union 
and under imperialist-capitalist rule. The draining away of 
wealth from the subject countries to the capitalists of the investing 
countries has been stressed; and the Soviet Union’s handling of 
the problem of nationalities has been extolled as showing how’ 
much the backward peoples stand to gain from throwing off the 
imperialist yoke. The effect has not been in most areas to bring 
powerful Communist Parties into being; but^ihere has been a 
considerable infiltration of Communist ideas, and a strong re- 
inforcement of nationalist and radical tendencies, above all where 
there had been before the war any considerable development of 
large-scale industries owned by foreign investors, or where the 
native producers believed that they were being cheated by foreign 
firms which controlled their access to the world market. 

This spirit of revolt against foreign domination has been fostered 
in some degree by the half-hearted attempts made by some of j;he 
colonial administrations and by missionary enterprise to extend 
higher education; for, wherever an educated class comes into 
existence among a subject people, its members are apt to be faced 
with a double frustration. The members of the ruling nation in the 
colony do not reacfily accept them as social equals; and they find 
nearly all the higher posts to which their education leads them to 
aspire filled by ttiembers of the ruling nation. If they become 
numerous, they are apt to find themselves without jobs which 
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they regard as corresponding to their dignity; and this leads them 
to make jobs for themselves by seeking to become political leaders 
or organisers. The mainly literary character of the education 
which they get exaggerates this tendency; for few among them are 
trained to becbme technicians or to acquire any knowledge of the 
industrial arts. The foreign companies which operate the large- 
scale industries of the colonial areas get their higher staffs from 
c. their own countries, and seldom attempt to train natives for 
positions of higher technical or managerial status. Consequently, 
the educated men who become leaders of nationalist movements 
are seldom given any chance of acquiring administrative 
experience. 

These conditions react on the attitudes of the white colonial 
officials, merchants, and business managers. Ready enough in any 
case to defend their positions of privilege and superiority, most of 
the members of these groups easily convince themselves that the 
natives are incapable of filling really responsible , posts, because 
their speeches and writings reveal their lack of experience and 
knowledge of the working of political and economic institutions. 
Accordingly, tl-ity either resist all attempts to improve the status 
and to widen the opportunities of the native ‘intellectuals,’ or, if 
they have progressive inclinations, are yet so impressed by the 
need for caution and for a long period of tutelage as to favour a 
pace of advance towards self-government that is much too slow to 
satisfy the more active spirits, who are thus forced into resentful 
hostility. Moreover, even the white administrators who are 
desirous of following speedier progressive policies arc faced with a 
serious dilemma. The reforms they wish to sec introduced, for the 
improvement of conditions of health and welfare and for the 
widening of economic opportunity, will cost a great deal of 
money; and the taxable capacity of these poor colonial com- 
munities is exceedingly low. Attempts to place any considerable 
t^x burdens on white settlers or on foreign companies are strongly 
resisted; biuc any form of higher taxation that falls mainly On 
the natives will worsen the immediate position of already 
impoverished and debt-ridden households, even if it is calculated 
to confer benefits in the long run. The consequence is that pro- 
gress both with educational and welfare services and with eco- 
nomic developmeirts—such as road-making and irrigation, 
reafforestation and the stamping out of insect pests and plant 
and animal diseases— is exceedingly slow. Indeed, it has often 
been slower than the advance of the destructive tendencies which 
it is designed to combat. 

Thus, even where colonial administrators are actuated largely 
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lay considerations of native welfere, the leaders of native opinion 
are apt to be exasperated by the little progress that is actually 
made, and to accuse of hypocrisy Are administrators who appear 
to them to be making a great parade of virtuous intentions in 
order to hide the meagreness of their actual proposals and 
achievements. Nor can it be denied that the proposals and, still 
more, the achievements have usually been meagre; for hitherto 
the home Governments have usually been prepared to spend, 
little or nothing on the colonies, and have insisted that colonial ,r.- 
reform must pay its own way out of the proceeds of colonial taxa- 
tion. After all, the large sums which are taken out of the colonies 
as profits to investors or as salaries and pensions to white officials 
have to a large extent accrued to the exchequers of the ruling 
countries ; so that, from the standpoint of the home Governments, 
anything spent on the colonies has been a charge on the home 
country. The awakened native looks at the question from a . 
different angle. He sees that a large part of the national income of. 
his country is being paid away to Englishmen or to Frenchmen jir 
to Dutchmen; and he feels that England, or France, or Holland 
ought to pay this money back in order to help his people to live 
better and to advance in the productive arts. The home Govern- 
ment, however, has a double reluctance to shoulder any such 
obligation — ^first, because it would mean higher taxation, and I 

secondly, because it would strain the balance of paymeirts where i 

colonial exports are part of the means whereby the home country 
squares its foreign trade accounts. 

The ^Colour-baf and the Colonial Problem ' 

In this account of the factors making for angry nationalism 
among the leaders of colonial opinion I have so far said nothing of 
the ‘colour-bar,’ which in the British colonies is often regarded as j 

the principal source of trouble. I havci said nothing of it because, ? 

though it can obviously help to acerbate feelings of frustration, | 
I see, no sign that such feelings cannot be aroused 4o an equhl I 

extent even where the ‘colour-bar’ does not exist, or is much less : 

strict. The French, it is often said, have a much less extreme sgnse ; I 
of colour difference than the British; but the attitude of the j 
French official, demanding the last ounce of recognition of his J 

official dignity, can be just as infuriating as that of a British * 

official who does not try to conceal his sense of belonging to a ! 
superior race. McSrcover, where there is much intermarriage of 
Europeans and Asiatics, a^ in java, the effect may be to create a 
class of part-Europeans who, in defending their privil^ej status 
as ‘white men,’ go beyond the attitudes characteristic of pure 
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whites in areas where a more definite colour-bar exists. 

In face of these phenomena, the colonial problem takes on a 
look of insolubility. It is indeeSl soluble only in one or the other of 
two ways. The first way, that of native revolt, is practicable only 
where, for one reasbn or another, the power and resources of the 
ruling country are so diminished that it can no longer put out the 
energy needed for keeping control: so that, despite an unquestion- 
able superiority of military force, it cannot in fact dare to use this 
force for fear of taking on obligations which will disastrously sap 
its strength at home. The second way — that of the effective and 
parallel development of self-governing institutions and economic 
productivity, in such ways as to afford adequate all-round outlets 
for native ambitions and capabilities — -is practicable only with the: 
aid of large capital expenditure, on which can be expected at 
most a low, and in many cases not any, economic return to the 
providers of the capital. 

The first of these ways, widespread native revolt, so far from 
improving native conditions in the short run, is certain to make 
them worse, whether the revolts succeed or fail. If they fail, there 
will be heavy economic losses, falling on the colonial peoples as 
well as on the capitalists and taxpayers of the imperial countries: 
if they succeed, the colonial countries will have to manage their , 
affairs without the aid of foreign capital, of which they stand;; 
greatly in need, and with a calamitous lack of experts in both the 
business and the political field. 

Indeed, the transition to colonial freedom and prosperity can 
be made without acute suffering only if foreign capital can be 
made available oi^ terms that involve not exploitation, but the 
recognition of a world task involving the honour of the United 
Nations as a whole. I have said in a previous chapter that the task 
of our century is to sjjread the benefits of modern science among 
the colonial peoples, in sucli a way as to stamp put unnecessary 
disease, to introduce modern technology, and thereby to raise 
nitive prochictivity nearer to the stairdards of the West, and to 
develop education as a means both to economic and social 
advancement and to political independence and democratic self- 
government. These are large tasks, which cannot be carried 
through without large expenses in the way of capital investment. 
This investment, from the purely economic aspect, is capable of 
yielding large returns; but these returns will for the most part 
accrue not in the form of direct profits on the ifivestments made, 
but in a general diffusion of well-bcin^ through the enlargement 
of world income, the expansion of international trade, and the 
creation of a feeling oj* confidence and optimism in place of the 
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existing sentiments of frustration and mistrust. The prosperity of 
the advanced countries depends fundamentally on the prosperity 
of those which are now backward.*The time is past when a few 
countries could enrich themselves by commerce and investment in 
a world for the most part still in the grip of primary poverty. The 
twentieth century can enrich itself, not by predatory imperialism 
or economic warfare, but only by co-opei'ation on a world-wide 
scale in making the best of its common resources of materials, of ^ 
man-power, and, last but not least, of human educability and of 
the decency which is in nearly all of us when we are not too 
frightened one of another to give it vent. 

Note: This chapter had been written before, in February, 

1947, the British Government announced its approval of the 
plan, designed both to relieve the shortage of supplies of fats and | 

to promote development in East Africa, for growing ground nuts ! 

on an area of over three million acres of mainly uncultivated i 

land in Tanganyika, Kenya, and Northern Rhodesia. The plan 
provides for 107 units of cultivation, each of 30,000 acres — 80 in 
Tanganyika, 17 in Northern Rhodesia, and 10 m Kenya. The 
development is to take five years, and is to be based on a high 
degree of mechanisation. It will employ, when it is fully in 
operation, about 750 Europeans and 32,000 Africans, and em-. : 
ployment will be greater than this while the land is being cleared. 

Special measures are to be taken to prevent soil-erosion and to 
ensure good working conditions. The project is to be in the 
hands of a Public Corporation under government ownership, but s 

is to be managed in the initial stages by the United Africa Com- 
pany, which devised the original scheme. The cost is estimated at , 

about ,^23 millions, another ,^^2,300,000 for railway, road and 
port construction. Later on, it is intended to transfer ownership 
to the Colonial Governments conceihedj and “eventually it is j 
hoped that the undertaking will be controlled by the people I 

themselves, possibly on a Co-operative basis.” This l^e project, j 
if competently executed, may be the beginning of a revolution in I 

agricultural technique in Africa, and of a rise in standards of i 
living that is out of the question without such a revolution. Its « : 
ultimate importance lies less in the very valuable contribution 1 
that it can make to the world supply of oils and fats than in its 
potential influence on methods of cultivation and oh agricultural ^ , ,1 

organisation over a large part of Tropical Africa. 
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CHAPTER X 


THE NEAR AND MIDDLE EAST 
■AND THE PROBLEM OF PALESTINE 

So FAR, MOST OF THE World’s oil has come from America, 
and the United States, despite its enormous and rapidly 
growing domestic consumption, has been the greatest exporter as 
well as the greatest producer; It has, however, been for some time 
apparent that American output could not for long both keep pace 
with the growth of home demand and supply the increasing needs 
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of other markets; and there has been for several decades a'struggle 
of rising intensity between rival oil interests to get command of 
promising new sources of supply. In 1939, out of a total World 
’-production of about 285 million metric tons of crude petroleum, 
177 millions came from the United States, and by 1945 United 
States output had risen to about 230 millions. The two next largest 
producing areas in 1939 were Venezuela and the Soviet Unipm 
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each with an output of about 30 million metric tons. Venezuelan 
output had risen further by 1945 to about 46 millions, whereas 
the Soviet oil wells, heavily damaged in the course of the Nazi 
invasion, were still a long way short of their pre-war production, 
and the new post-war Five Year Plan of the .Soviet Union 
provided only for a gradual and modest rate of recovery. There 
appeared to be no doubt that, in default of fresh sources of supply, 
the Soviet Union would be seriously short of oil for supplying its 
own internal needs in time of peace — and, of course, shorter still* 
if it had to provide against the possibility of another World War. 

In comparison with these three countries, no other had more 
than a modest oil output in 1939. The Persian oilfields, under 
British control, produced about 10 million metric tons. The 
Dutch Indies produced 8 millions, Mexico and Roumania each 
between 6 and 7 millions, Iraq and Colombia each between 3 
and 4 millions, Trinidad and the Argentine between 2 and 3 
millions, Peru, Burma and Bahrein (in the Arabian Gulf) each 
over I million, and Canada and British Borneo each nearly a 
million. Poland, Germany, Egypt and Saudi Arabia exceeded 
half a million, and Ecuador and India a quarter; of a million. In 
all the Americas produced nearly 220 million metric tons, out of 
a world production of 285 millions. All Asiatic sources outside the 
Soviet Union produced only 26 million metric tons. 

During the war, the Japanese conquests in the East and the 
closing of the Mediterranean route meant that supplies for the 
Allies on the Western Front had to come almost entirely fi’om 
America. There was, however, an attempt at intensive exploitation 
of such other sources as remained open. Persian output rose in 
1945 to 17 million metric tons, and still further in 1946, emd in 
Saudi Arabia, where a great newly discovered oilfield was just 
beginning to be opened up, output was more than trebled between 
1939 and 1943, and has risen much forther since. It was coming 
to be realised more and more tliat the oilfields of the Near and 
Middle East were destined to become one of the mijtti sources’of 1 
world supply, and the greatest of all sources of exports in face j 
of the increasing absorption of its own production by the United] 
States.'' ■ 

The Politics of Oil 

Thus the struggle for oil comes to be the dominating factor in 
the economico-political situation throughout the area thaV 
stretches from the Easter;^ Mediterranean to Persia and, beyond 
Persia, to Burma, Borneo, and the Dutch Indies. The oil of this 
region is indispensable to the countries which aim at advanced 
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modern techniques in peace or war. It is not indispensable to the 
United States; but the American oil companies, which have built 
up a worldwide supply network for the export of American oil, 
are now envisaging the loss of their world markets unless they can 
get commandrof large resources of oil outside the United States, 
and even outside the American continent. Hence the agreement 
which has given them an exclusive concession for the exploitation 
^of the oil resources of Saudi Arabia — believed to be the largest 
in the world — and hence too the agreement under which Ameri- 
can companies are to buy large and increasing quantities of the 
unrefined output of the Anglo-Iranian oilfield, for refining and 
distribution under the auspices, and for the profit, of the American 
concerns. 

The Kirkuk oilfield, in Iraq, is already connected with the 
Mediterranean by a pipe-line which, dividing into two branches, 
reaches the coast at Tripoli and at Haifa. This oilfield is owned, 
in equal shares, by the Anglo-Iranian, the Royal Dutch-Shell, 
aj:i American group of companies, and a French group; and the 
French are annoyed at being left out of the agreement between 
the British and tjie Americans for joint exploitation of the Iranian 
supplies. In Northern Persia, there has been for years past a 
struggle for concessions between the Americans and the Soviet: 
Union— a sti'uggle which goes far .towards explaining the course 
of Persian politics and the coincidence in time between increased 
American-British ‘toughness’ towards the Soviet Union and the 
.^/overthrow of the pro-Soviet Nationalist Government of Persian 
Azerbaijan. The recent American plans, of which the agreement 
between the American companies and the Anglo-Iranian Oil 
Company form part, include projects for the consti'uction of two 
new pipe-lines — one, across Southern Iraq and Northern Arabia 
and Trarnsjordania from the South Persian oilfields to Flaifa in 
Palestine, and the other, further south, from the Bahrein and 
Saudi Arabian fields through Arabia and Transjordania to a point 
a^yet not fejially determined, on the Palestine coast. 

If these projects are carried into effect, Palestine will become 
the principal centre for the shipment of the increasingly important 
oil supplies of the Middle East, and the Americans, aS the 
principal concession-holders and as the main suppliers of capital 
for extraction, for transmission by pipe-line, and for refining, 
will have a large vested interest in the politics of the Near and 
-^Middle East. The British will be, in these matters, the partners, 
willing or reluctant, of American capitalism; and the British 
Government, which is a large shareholder in the Anglo-Iranian 
Oil Company and is represented by government-appointed * 
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directors on its board, will be directly involved in this partnership. 
The Soviet Union, for its part, will be cut off from any share in 
the exploitation of the Arabian, IrAq, and South Persian oilfields, 
and may be denied, by the manoeuvres of the oil companies and 



of the Governments behind them, the chance of developing, or at 
any rate of developing exclusively, the potentialitiojiHof the still 
largely unknown oil-bearing district of Northern Persia* 


Oil and Politics in the Near and Middle East , * 

Under these circumstances, for as long as world politics con- 
tinue to be dominated by the possibility of war between the 
United States and the Soviet Union, there can be no chance at all 
of any stable settlement of affairs, in the Near and Middle East.<r 
The oil concerns j even if-lhey give better conditions of enaploy- 
ment for local labour than would exist in their ab^nce^ will 
evidently support those political forces in the countries concerned 
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which they deem likely to be most favourable to their require- 
ments; and the Soviet Union, on its side, not being strong enough 
to maintain its claims by dirGct assertion against the combined 
Anglo-American front, will no less evidently do what it dares in 
the way of stimng up trouble by spreading Communist propa- 
ganda among the industrial workers employed in the oilfields and, 
where it can, among the peasants and poorer inhabitants 
, generally. This propagand a may not be very successful in the 
- short run; for arprescnt The emphasis is on an Arab solidarity 
uniting all classes in a demand for political independence, and 
the existence of the Palestinian problem and of the dispute 
between Egypt and Great Britain over the control of the Sudan, 
as well as the uncertain position of the Arab population in the 
Frei^ch African empire, serves to focus attention on political 
rather than on economic grievances. If, however, American oil 
interests, working in association with Biitish interests, establish a 
virtually complete control of the mineral resources of the Middle 
East, and of the lines of distribution leading to the Mediterranean, 
Arab and Iranian nationalist feeling among the masses will be 
bound in the lopg run to turn largely to the Soviet Union. 

In the meantime, the United States holds the whip hand 
economically, but it has been politically in a weaker position, 
because American politicians have not dared too openly to base 
their intervention in the Near and Middle East, or their interest in 
the Palestinian problem, on the oily foundadon iipon which it 
largely rests. It does, however, admirably .suit the book of the oil 
interests that political relations Ijctwecn the United States an d 
the Soviet Union _shall b e bad, b£cau.se, the worse they are, the 
RroreTJEtlTT'QnHTcai^ represented as a necessary 

preventive against the spread of Communist influence, rather 
than as a support of the oil-imperialism of the great capitalist 
Iconcerns. American intervention in Greece and Turkey is closely 
'related to the interests of the American oil companies in the 
Near and Middle East. 

In all this manoeuvring, Great Britain is being dragged along 
partly by the British oil concerns which want protection for their 
interests in the Middle East, but mainly by the knowledge that 
the British posidon as a whole in the Eastern Mediterranean and 
in the Near and Middle East is entirely untenable widiout 
American support. Many American progressives denounce the 
policy that is being followed as one of unwarraTntable support for 
“British Imperialism,” without un(;}erstanding that “British 
Imperialism” has in reality become a facade behind which 
American capitalism is cnfawcHmgltseif in a world power which 
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Great Britain is no longer strong enough to sustain, even if it had 
the will. The British Government, despite its Socialism, acquiesces 
in the policy of playing the game of the Americans because it does 
not see how to do without them, and is in no wise prepared to 
attempt the admittedly diffictilt alternative of ccfming to terms 
with the Soviet Union. The leaders of the Soviet Union, seeing 
the weakness of the British position and regarding the British 
Labour Government as a great deal more willingly 'imperialistV 
than most of its members actually are, feel themselves the victims^' 
of an American-British capitalist bloc which is determined to shut 
them out from every source of vital supplies that can be kept 
beyond their reach; and the foreign policy of Mr. Attlee arid Mr. 
Bevin, whatever their intentions, reinforces these suspicions. 

All this time the military leaders are insisting— and here I mean 
the Americans as well as the British-^tliat there must be adequate 
strategic bases in the Eastern Mediterranean and in the Near 
East, not so much to keep the Mediterranean open as a highway 
in time of war as to prevent f heJSovaetJLImdn from descendingi!>on 
the oil and otKer resources of the Near and Middle Eastern 
countries. That is the explanation of the frenzied search for 
adequate bases elsewhere in face of the necessity of evacuating 


merit in Greece; and that underlies the ambiguities and apparent 
imbecilities of the handling of the problem of Palestine, which is 
not in truth only the problem of Jew- Arab relations, but pre- « 
eminently the problem of world relations and power politics in 
what has become the key area in the struggle between rival 
social systems; 

Egypt and the Sudan , 

The strongest of the Arab States is Egypt; and Egypt, while 
nominally independent, has been in fact for many ye£* 9 past unefer v 

British military control. Cairo was the main military centre 
tliroughout the war for operations in the Near , and Middle IJast, 
and remains as a centre to-day; for though the British Govern- 
menf has pledged itself to evacuate Egyptian territory, the evacu- j 

ation is proceeding only fay stages, and large British forces still ’ 

remain. All through 1946 negotiations were going on for a new 
treaty between G?reat Britain and Egypt; but their progress wa^ 1— — * 
far from smooth. The defence of Egypt, and the conduct ,df war 
operations from Egyptian bases played -a vital part in the strategy 
of the second World Waiq and the military leaders were insistent 
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Egypt. That explains the American desire that Cypru s shou ld 
be handed ove r to Greece^i.e. ' to^lUnmrcan control That 
explalnl thd otEerwise mexplISEIe policy of the Labour Govern- 


that, even if the country had to be evacuated for political reasons, 
the right to re-occupy it at pnge in the eve nt-nf-war mii'^t be p re~ 
served, and adequate bases must be maintained near at hand to 
■fensure the successful defence of the entire region. This, as we shall 
see, was one df the factors bedevilling the problem of Palestinej 
but it also stood in the way of a treaty acceptable to Egyptian 
nationalist sentiment. The successive Egyptian Governments with 
'■which the British endeavoured to conclude a treaty did not in 
''fact represent the main body of Egyptian opinion; for the Wafdist 
Nationalist Party, the largest in the country, was not represented 
either in the Government or in the Parliament to which it was 
nominally responsible. But even ‘palace’ Governments could not 
venture to agree to terms wliich nationalist sentiment would be 
certain to repudiate; and the negotiations were further complb 
cated by the vexed question of the Sudan. It was, however, stated, 
when the Egyptian Government broke oif negotiations in 
January, 1947, that, except for the question of the Sudan, 
complete agreement had been reached. 

Legally, the Sudan is Egyptian territory, under final Egyptian 
sovereignty, but^subject to a ‘Condominium’ of Great Britain and 
Egypt which has meant in practice that it has been ruled entirely 
by British administrators. The Egyptians have long i-esented 
their exclusion from administrative posts, and have claimed that 
at the least the Condominium ought to be made a reality. In 
recent years there has been a growing nationalist demand for the 
entire transfer of the Sudan to Egyptian control. Great Britain 
does not dispute that the Sudan is under Egyptian sovereignty; 
but the British administration has pledged itself to allow the 
Sudanese to decide for themselves, when the time comes to end 
the existing system, whether to come under Egyptian rule or to 
declare for independence. At one point in the negotiations of 1946 
great confusion arose when the then Egyptian Prime Minister, 
Sidky Pasha, declared after a visit to London that he had secured 
from Mr. BSvin a pledge to hand the Sudan over to Egypt’s entire 
sovereignty, whereas the Governor of the Sudan reiterated a 
promise to the Sudanese that they should not be handed over to 
Egyptian rule save with their own consent. The draft agreement 
between Mr, Bevin and Sidky Pasha was not published St the 
rime, and it remained uncertain what had really been sand; but 
Jthe British Government stated that, while it did not dispute the 
"lact of Egyptian sovereignty over the Sudan, It had given no 
promise to Sidky that was inconsistent with what it had promised 
to the Sudnnese. When the -wording of the draft was finally dis- 
closed, it appeared that it was ambiguous, so that the two parties 
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had been able to interpret it in quite different senses. The 
Egyptians maintained that the promise to the Sudanese, that, 
when the time came, they should Ise free to decide for or against 
self-government did not extend beyond self-government under 
the Egyptian Grown; whereas the British argued that they could 
not refuse the Sudanese the right, when the Condominium ended, 
to declare for complete independence. 

In the Sudan itself, opinion is divided. Political organisation 
is not highly developed; and there is bitter conflict between two*^? 
rival religious factions, each led by a powerful personality. The' 
larger of the two main parties, the Ashigga, is hostile to British 
rule and favours the Egyptian connection, subject to Sudanese 
home rule, whereas its rival, the Umrna, stands for complete 
independence of both Great Britain and Egypt. Behind these 
parties stand the rival religious leaders. Sir Ali el Mirghani and 
Sir Abdel el Mahdi. Neither the British nor the Egyptians are 
prepared to concede at pi'esent either full self-government or 
independence; and the Egyptians are hostile to independence 
even in the long run, partly for ordinary imperialist reasons, and 
partly because they desire to have complete coijtrol of the' Nile 
Valley and its waters, and to oust the British froi-n their control 
of the important cotton-growing area of the Sudan. For the 
British, the evacuation of Egypt would give the Sudan an 
additional military importance; and there are of course also 
substantial economic interests involved. 

These complications explain why Mr. Attlee’s categorical 
promise to evacuate Egypt under a new Anglo-Egyptian Treaty, 
so far from leading to more cordial relations between Great Britain 
and the Egyptians, was followed by an acrimonious dispute which 
was left at the beginning of 1947 enthely unsolved. There had 
been, meanwhile, a very rapid growtli of nationalist movements 
among the Egyptians, including thp peasants, who, hitherto 
largely inarticulate, have come under the influence of a new 
movement of religious nationalism. Egypt is the n^ral centre 
for the increasing activities of the Arab League, which, linking 
together tlie whole Arab world in a common endeavour to assert 
itself as a force in world politics, has found in the gr^at pdWer 
rivalries in the Near and Middle East, and in the weakening of 
both French and British imperial power, as well as in the vacilla- 
tions of British policy in Palestine, the means of arousing strong 
popular sentiments in every Arab country. For the moment, the* 
Palestinian problem occupies the central point of tension, and 
of attention from world opinion; but the Egyptian crisis is only 
second to it, and may at any moment, unless a settlement can be 
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reached, tui'n into a major international issue. In January, 1947, 
the Egyptian Government of Nolcrashy Pasha, after breaking off 
the negotiations for a new Atiglo-Egyptian Treaty, announced 
its intention of referring the questions m dispute with Great 
Britam to U.]>J.O., without making clear under which clause of 
the U.N.O. Charter it was intending to proceed. 

The Problem of Palestine 

The cry goes up on all hands that, however the problem of 
Palestine is solved, the solution ought to be ‘final.’ The Economist 
wrote, in an article on the subject on August 3rd, 1946, “a new 
and influential body of people have come to see that, whatever 
else a plan for Palestine presents, it must offer a reasonable hope 
of scouring a final settlement.” (^uite so, if such a settlement be 
possible; but the one thing plain in a situation of exceeding 
obscurity is that, as long as war remains open as a means of 
deciding human conflicts, no settlement in Palestine can possibly 
bg_^final, or at least that the only finality practicable under such 
conditions would need to be based on the complete extermination 
of the Palestine Jews. If the Jews now in Palestine were wiped out, 
and the whole country reverjted to Arab possession, that settle- 
ment might be fipal; for the Jews from outside Palestine would 
probably be powerless again to raise the issue of a Jewish National 
State, or even of a Jewish National Home, in the Ploly Land. If, 
however, that solution is to be ruled out, no possibility of a final 
solution remains, for the simple reason that a renewed outbreak of 
war between the Great Powers — or even a complete breakdown 
of relations between them — ^might obviously upset any solution 
attempted in the theantirae, and that accordingly either Jews or 
Arabs or both would inevitably refuse to accept as final any 
solution in which they might be compelled to acquiesce against 
their wills. , 

'I’he hard core of the Palestinian problem is that the territory of 
PtJestine li^right in the middle of a group of Arab States. These 
States, long accustomed to subjection, have been able of late to 
assert their independence, and have come together into an Ai'ab 
League tyhich is a point of focus for strong nationalist sentiment. 
To the north of Palestine lie the Republics of Syria and the 
Lebanon, newly escaped from French rule. To the east lies the 
largely desert area of Transjordania, recently recognised by Great 
-^Britain, the former mandatory power, as an independent Ai’ab 
kingdom. To the south lie the Arab kingdoms of Egypt and Saudi 
Arabia . we have seen, the latter has recently become arTum 
portant factor in world politics because of the discovery beneath 

94 * If. ■ . ’*» ■ : * ■ 


its soil of what is believed t o be the world’s greatest oilfield, for 
the exploitation of which American companies Kave^ecured 
concessions extending over a vast* area. The oil question reacts 
seriously on the problem of Palestine because the natur al outle t 
for pipe-lines to cairv oil to the Mediterranean i s across P^esti ne. 
whicnbas thus become impoi’tant to ^^crican as wdlas to 
British politicians for economic as well as for political reasons. 
Last, but not least important, to the west of Palestine lies the Mecli-„ 
terranean Sea, whose eastern part forms an i mportant linic in Gre at.>«f* 
B ritain’s communications with Asia and, even apart from bil7 hh 
area of immense strategic importance in the calculations of all 
statesmen and military authorities who are framing policies with 
an eye to the possibility of another war . 

If the Jews were not, aFtEey are, a highly civilised people with 
as strong national cultural and religious traditions as any in the 
world: if they were not, besides this, for the most part a homeless 
people with their leading personalities scattered over the face of 
the earth and holding positions of high importance and influeg-se 
in many States : if they were merely a handful of Levantine tribes- 
men who had survived after many centuries of Asab conquest and 
of Turkish rule — it would be natural to suppose that the develop- 
ment of Arab nationalism would ensure the conversion of 
Palestine into a State under Arab rule, with Jews livir^g there at 
best on the terms on which many Jews — the Sephardic Jews-^id 
live there, century after century, under the Turks. But the present 
Jewish population of Palestine includes, besides the old Jewish 
inhabitants with their relatively primitive standards of culture, 
the immigrant Jews who have settled therq, mainly siirce the 
establishment of the new State, under British mandate, after the 
fii’st World War. These settlers are by no means all of high cultural 
standards, or lised to a high standard of living. Many of them 
have come from Eastern Europe, and.had been used to hard con- 
ditions of life. But they are under advanced and cultured leader- 
ship and have settled in Palestine under the auspteSs of world 
Jewt 7 , which has supplied them with capital to develop” their 
settlements along advanced lines and has enabled them, oq the 
basis of their high national capacity, to create for themselves 
standards of living a long way above those of the Arab population 
in the midst of which they have settled down. These Jews have, to 
a large extent, established themselves on land acquired from Arab 
owners who had'' previously made little of it, in J ewish villageiF 
founded largely on co-opqrative principles a nd carrying on a com - 
munity life q uite apart IrbSnS^df the^ab population. A sub- 
stantial number are in Tel-Aviv — a handsome modern town 

• ■ ■ . 943 


which they have created — and in Haifa, where they have built 
with Arab as well as Jewish labour aVell-equipped modern port. 
Many Jews have maintained— and Jewish Socialists have main- 
tained consistently— that the problem of the living together of the 
two peoples is soluble only by tlieir learning to work together 
under equal conditions, and that accordingly it is indispensable 
to raise Arab pay and Ai'ab quality of workmanship to a level 

..with Jewish pay and Jewish workmanship. But this has not hap- 
"^pened: it demands both time and a deliberate policy of Arab 
education— to say nothing of a political environment in which 
stability would be guaranteed. Instead, the two races have for the 
most part lived their own separate lives, at widely different 
standards and on a basis of widely different cultures,' and both 
have lived under an alien rule which has meant that neither 
could feel any sense of responsibility towards the other, or for 
avoiding action which might make co-operation harder. Each has 
been trying, most naturally, to put the maximum of pressure in 
itfuown interest upon the alien ruling power; and every disturb- 
ance of world conditions has made for more intense pressure, 
because it has aroused hopes of fishing successfully in troubled 
waters, and has weakened the resources at the immediate disposal 
of the mandatory power. 

The Population of Palestine 

Most Jews, as well as most Arabs, do not live m Palestine. The 
total population of Palestine grew from 750,000 in igaa to 
1,765,000 in 1944. The number of Jews rose over the same period 
from 84,000 to 559,000 — from 13 to 31 per cent, of the total. This 
increase in the Jewish population was due mainly to immigration; 
for the Jewish inhabitants have a relatively low rate of natural 
increase. Between 1941 and 1944 the Jewish annuaT rate of 
natural increase was i -8 pea cent., whereas the Arab rate was over 
g jjer cent., and was rising sharply. From 1922 to 1925 the com- 
parable raJSs were 2 per cent, for Jews, and 2 '3 per cent, for 
Palestinian Arabs. Thus, the Jewish percentage of the population 
has .risen because of immigration; but in the absence of further 
immigration it would at once begin to fall off. If the Arabs could 
stop Jewish immigration, they could: thereby ensure a rapidly 
increasing numerical preponderance in Palestinian society. 

<^World Jewry and the Arab World >, 

The great majority of Jews are not in Palestine, but in Europe 
or in theTJnited States. There are in the United State s at least 
five million Jews — ^nearly ten times as many as there are in 



Palestine. There are about 2,665,000 Jews in the Soviet Union,: 
about 1,300,000 in the ;rest of continental Europe, and about 
350,000 in the United Kingdom.»The total number of Jews in 
E urope has been reduced from nearly t en millions i n i mg to 
aSrot 4,225,000 in 1946 — ^so terribly have the Jf;ws in Europe 
suffered'unSerT'EeTmpact of anti-Semitism and war. The sur- 
vivors include, according to the estimate of the Anglo-American 
Committee of 1946, no fewer than 391,000 refugees and displaced 
persons; and the pressure of these unfortunates to find a neW* 
home, if possible in Palestine, gives the Palestinian problem Jis"' 
appalling, urgency. Their claims are pressed by the five millioh 
Jews in the United States; for this body of opinion, too weak to 
secure the opening to them of the doors of the United States, is 
strong enough to influence the American Government to urge 
otlier countries to do something for them — and in particular to 
press Great Britain to admit a large number of them to Palestine. 
That is one side of the pictmre. 

The, other side is the Arab resistance to immigration. This is not 
simply the resistance of the Arabs in Palestine. It is also the reMst- 
ance of the entire Arab League, which has behind it the power to 
create acute disturbance over the whole area "of the Near and^ 
Middle East and in Africa right along the Mediterranean coast to 
Algeria and Morocco. Any disturbance of Arab feeling directly 
affects France as well as Great Britain; for it threatens the French 
Empire in Northern Africa, and the French, having been driven 
from Syria and the Lebanon, are highly sensitive about their 
standing in what remains of their colonial possessions. For the 
British, a policy of friendship with the Arab States of the Middle 
East has hitherto been regarded as indispensable in the interests 
of British Empire communications, and has also been pursued 
because of the fear that relations with the Indian Moslems would 
be worsened by any rupture between Great Britain and any part 
of the Moslem world. 


Palestine a World Problem 


/ 



Thus, the problem of Palestine camrot be localised. It is by its 
very nature a world problem, entangled with international' rela- 
tions at many points, and with endless rejpercussions on Great 
Britain’s relations with other countries. Never was there so intract- 
able and inconvenient a mandate as that of Palestine — ^even if the 
complications had not been made infinitely worse by Gre^ 
Britain’s past action in ^making inconsistent and irreconcilable 
promises to Jews and Arabs before the mandate was established. 
For there is no doubt that the Balfour Declaration of 1917 led the 
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Jews to hope for a ‘National Home’ in Palestine that would be in 
effect a Jewish State, or that British promises of Arab independ- 
ence were couched in terms* which led the Arabs to regard 
Palestine as falling within their territorial range. The full incon- 
sistency of thege promises appeared only gradually: indeed, the 
full effect was visible only wheir the c]uestion of Jewish immigra- 
tion changed its character because of the development of anti- 
Semitism in Europe. Only when Plitler had set forth on his 
"^crusade’ of extermination against the. Jews in Europe did the 
'' 5 «:fssure to get to Palestine come to extend to literally millions of 
Jews who could see no hope of being suffered to live at all, or at 
any rate to live save under conditions of appalling humiliation, 
elsewhere. 


The Economics of Immigration 

Thus, the contemporary setting of the problem is that there are 

391.000 displaced and refugee Jews looking for a new home, 
besides znany more who would escape if they could from their 
uiieasy lodgment in Europe. Even if there were no political 
obstacles in the way, the settlement of aizy considerable propor- 
tion of these unfortunates in Palestine would be a matter of great 
difficulty; for they could not be settled there, so as to have the 
possibilities of a tolerable life, without the expenditure of a very 
large amount of capital. It has taken more than twenty years of 
effort to settle in Palestine about 300,000 Jews at most, with all 
the aid that Jews all over the world have been able to offer 
towards the capital costs involved. If anything approaching tire 

100.000 Jewish immigrants whose immediate admission to 
Palestine was influentially recommended in 1946 were actually 
to be admitted, there would have to be nioi'c than private help in 
supplying the capital that would be needed. Nor could the capital 
be supplied wholly or mainly from British sources. If the United 
States meant seriously its demand that 100,000 Jews should be 
allowed inffi^alestine, it should in sheer logic have coupled its 
advocacy with an offer to share not merely in the costs of trans- 
porting the migrants to their new homes, but also in the capital 
costs' of establishing them there under satisfactory economic 
conditions.'’ 

Even if capital could be made available, the successful establish- 
ment of a large number of additional settlers in Palestine would be 
possible only if foreign jnarkijts could be found for a considerably 
increased quantity of Palestinian products. Palestine is a small 
country — about the size of Wales — ^wnth scanty raw material 
resources and only a small area of fertile land. Mutch of it is arid. 


especially in the south, and even in the north much of the interior 
is mountainous. The main fertile area lies along the sea coast, 
though there are fertile upland valleys in the interior. During the 
war years, when Palestine became a great troop centre and supply 
base for British and other Allied forces, there waiS a practically 
unlimited market for local products, and imports were mainly 
cared for by the trading agencies set up for war purposes. Under 
conditions of peace, Palestinian ability to support a larger popular 
tion depends greatly on the state of world markets and- on the* 
existence of relations favourable to trade with neighbouri«| 
countries. A slump in world markets, coinciding with antagonistic 
relations with the neighbouring Arab States, could place the 
Palestinian economy in an exceedingly awkward predicament, in 
view of its great dependence on foreign trade for the means of life. 
Nevertheless, the settlers already there have so good a record of ' 
adaptation to the conditions in which they have been placed that 
it seems beyond question that a considerably larger Jewish popula- 
tion could live there at a reasonable standard if they could rely pn 
favourable marketing outlets for the fruits of their industry. 

The Politics of Immigration " 

The main obstacles, then, to further Jewish immigration must 
be regarded as political rather than economic, though the con- 
ditions of economic success need to be carefully noted and taken 
into account in any settlement. Politically, the obstacle is that the 
Arabs regard Palestine, which they have occupied for centuries, as 
their country, and the continuance of Jewish immigration as 
threatening to turn it into a Jewish National State, in which Arabs 
would become hewers of wood and drawers df water to a Jewish 
ruling group. There is plainly no way at all, in face of the growth 
of Arab national feeling, of altering this attitude by any sort of 
persuasion. It may be possible to sljow that the presence of the 
Jewish immigrants has improved the economic conditions of Arab 
peasants and labourers and has put money into pockets of 
Arab landowners who had done nothing to develop the land until 
the Jews came. Such demonstrations will not at all disarm the 
opposition of the Arab sheiks and landowners, who dp npt'waifr 
the standards of living of the Arab masses to be improved in any 
way that will weaken their own power; nor will it convince the 
Arab masses, who dislike the spectacle of the Jews settling among 
them at higlxer 'Standards of skin and culture and taking on th« 
more lucrative position^ in the country. Arab hostility to any 
Jewish immigration is to be expected, and nothing that can be 
done will remdve it. - 
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Under these circumstances, no plan that involves a further 
infiltration of Jewish settlers into a mixed State can possibly 
succeed. Any such development is bound to involve continuous 
tension and the continuance of an alien gwei-nment keeping the 
peace by a display of force. It is quite inconsistent with any 
advance towards self-government by Arabs and Jews working in 
friendly partnership. Nor can such a settlement have any sort of 
finality. It would leave the two sections of the population to 
-V rnanceuvre continually against each other for advantage, and 
'^gfiainst the ruling power; and it would leave each of them to be 
cheered on by the majority of their I'espective compatriots out- 
side Palestine. 

PartitioUi False and Genuine 

The solution most recently advanced by the British Government 
in the summer of 104.6 held out no better prospects. Partition 
would Tiave Tomesens^e^^ if it divided Palestine into two distinct 
States, one under Jewish and the other under Arab govex'nment,' 
ahef if it left these two States thereafter to face their own problems 
and to settle them, within very wide limits, as they thought best. 
There is no hope^ at all in a plan of partition that would concede 
to the separate Arab and Jewish areas no more than local or pro- 
vincial powers, and would reserve in the hands of an alien central 
government the key powers, and above all else the control of 
immigration. The power of all powers that the Jews in Palestine 
must have, if they are to be given any real Irccdom, is the right to 
control entry from outside into the area assigned to them. If this 
area were small — as it would in all the circumstances have to be- 
lts power to absorb immigrants would also be small. But the 
restriction on immigration would then come from the Jews them- 
selves, and would be recognised as proceeding from causes beyond 
anyone’s power to alter. It would not be possible, as it is ixow, to 
blame the alien ruling power for irot doing what simply cannot 
be done, as#gll as for not doing what could be done if there were 
no political obstacles in the way. 

Palestine as^ a Military Base ■ ' ^ ^ . 

The plan of partition without any concession of real power to 
the partitioned groups would be bad enough, if this were all. It is, 
however, by no means all. Under the scheme to which I aiti 
referring, it was proposed to assign the large and largely arid 
district of Southern Palestine to neither Jew nor Arab control, but 
to continue^foreign rule, nominally with a view to possible par- 
tition at some time in the future, but actually, as everyone knew 
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perfectly -well, because Great Britain was engaged in establishing 
there a great military base, to replace the area 23reviously 
occupied in Egypt, a nd because lh ilitai:v:^,oi3iHio,n,..regarde d t he 
r etention of this - baac -ai^ ah integr^na rt of Ae s trategic sys^ m-of 
the 'Eastem_^Mediterranean. Nor is it possible to ^dissociate the 
affeiSpt to retain military control in Palestine, or the American 
interest in the Palestinian problem, f rom the politics of oil o r 
from the pr ojecte d constr uction _of new pipe di ne^ across the 
country from the oilfields on?ers*Ia and Arabia, Officially, J 
nothing was said about such unsavoury matters as tliese by eitb^^ 
British or American spokesmen^ but, as far as I am aware, nobody 
disputes the facts. 

It cannot be stated too strongly that the use of Palestine as a 
military base is entirely inconsistent with the terms of ‘triisteeshijo’ 
on which British statesmen profess their intention pf holding 
Palestine, as well as with any workable solution of the Palestine 
problem. It is very much to be hoped that, if any proposal of this 
sort is ever put before U.N.O,, it will be ignominiously rejected, 
and that Great Britain will be told to clear its military establish- 
ments, beyond those necessary for purely local purposes, out of 
Palestine as a condition of being recognised as ‘trustee.’ But it is 
still more to be hoped that the proposal will be dropped, and that, 
instead, a real plan of partition, including the renunciation of the 
mandate and the concession of complete self-government to the 
new Jewish and Arab States, will be put forwai'd. This would not 
necessarily be inconsistent with reserving an area in Southern 
Palestine for future allocation, provided that in the meantime no 
military bases were established or maintained in it, and that the 
concession of independence to the areas actually assigned to Jews 
and Arabs were made as complete as parallel concessions have 
been made in Syria and in Lebanon at the expense of the French . 
Nor would it be inconsistent with international guarantees of the 
integrity of the territories of the small independent States con- 
trolled by the separate Arab and Jewish GovernmenteT«r with the 
granting to either of special financial help towards their successful 
establishment on sound economic foundations. There is no reason 
why pipe-lines for oil should not run through Palestine, — ^indeed,! 
they must. But thei-e is every reason why oil should not be made \ 
a reason for Anglo-American military and political domination i 
on an exclusive basis. 

Arab Palestine ^ 

Against this policy it is urged that the Arab part oj^Palestine, 
consisting largely of the more mountainous regions and containing 
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a large tract of sheer desert, could not possibly maintain itself 
as an independent country. It is true enough that, if there were no 
intractable racial problem, nb one in his senses would wish to 
partition Palestine, which is already too small to form a satis- 
factory State on its own. But it is also true that Arab Palestine, 
shorn of the predominantly Jewish districts, would not be, in 
relation to its area and population, less fertile than other Arab 
States, and that it would be capable, given initial help, of sui’- 
''viving and developing as a partner in an Arab federation of 
'^l'E*ighbouring States. There is intense 'need for capital help in 
developing the whole Arab territory with the aid of international 
capital supplied on terms, not of capitalist exploitation, but of 
controlled international investment of the type discussed in 
previous chapters og this book. 1 

The Case for Real Pahition 

If partition were carried through on these lines, under inter-' 
national guarairtee, as a’dcvelopmenj^ of the pfen recommended 
by the Peel Commission ihlj-o^y , it is reasonable to hope that the 
settlehaent woul^” be regarded, if not as hnal, at any rate as more 
durable than any other setflement that is at present within the 
range of 23racticability, Finaiity, as we have seen, is not to be 
looked for as long as there i*emains any prospect of the whole 
world being thrown again into the melting pot loy war. But a par- 
tition under international au-spices, especially if the Soviet Union, 
through U.N.O., became fully a party to it, would confront the 
Arab States with a situation which they would have strong induce- 
ments to respect. Their prospects of international help in facing 
their own problemS could be made to depend on their respecting 
it; and it is not too much to hojje that, if world war could be 
averted, it would become'^possible for friendly relations and 
economic co-operation to gt;ow ujd between Jewish Palestine and 
its Arab neighbours. 

This, hewi^z-er, will not be possible at all if either the jaroposed 
partition is made in such a way as not to confer any real independ- 
eirce or, even if it is, should Great Britain, with or without 
American ^backing, seek to combine partition 'with the main- 
tenance of a great military base in Southern Palestine, It may be 
awkward for the British to be compelled to evacuate Egypt; but 
that gives them no sort of right to convert to military use a terri- 
-feory held under mandate, or to make the unhappy remnant of 
Jewry the sport of the military requir^ents of British imperial 
power. Nor, of course, itt; a world free from the threat of war, 

. ■■■iSeeppir655ff. : ■. 



j _ would the position of Palestine athwart the main route for the 

• transport of oil to Europe make any vital difference to the 

settlement of its political problem^. Yet, given the world as it is, 
these things do obviously make an enormous difference, and must 
affect the practical policies and calculations of both Jews and 
Arabs, as well as of the Great Powers which interest themselves 
I in Palestinian affairs. 

j This chapter was finished before the lamentable developments^ 

' in Palestinian affairs during the opening months of 1947. Mrj,. 
Bevin’s reiterated rejection of partition, despite known disSeifit 
within the British Labour Cabinet, led to a feeling of despair 
among the Jews, both in Palestine and elsewhere. It caused the * 
i World Zionist Congress, hitherto on the moderate side, to go 

>' over to a less- accommodating policy: it greatly strengthened the 

I terrorist minority among the Jews, and it led to an attempt by 
the British authorities in Palestine to govern the country by 
ma. rtial law — an attempt which could hardly succeed, and was 
bound to be ruinous in its economic effects. At the same^tjme 
Mr. Bevin’s attitude encouraged intransigeance on the Arab 
side, and committed Great Britain to either majptaining iniiefin- 
itely a costly army of occupation under conditions most un- 
pleasant to its members or withdrawing in such a way as to 
leave the unfortunate Jewish inhabitants in an utterly impossible 
position. The British decision, early in 1947, to refer the whole 
question to the U.N.O. Assembly was merely a putting off of the 
i issue; for how was U.N.O. expected to deal with it? There is no 
; . solution — at any rate no tolerable solution — except partition; 

[ and the longer real partition, is deferred, the less chance can there 
be of its success. 




CHAPTER XI 


THE UNITED STATES IN WORLD AFFAIRS 

^HE United States, as we have seen in an earlier section 
(Sf'this book, is by far the wealthiest country in the whole world, i 
and has in general the highest standard of living. It would, how- 
ever, be a great mistalre to think of the United States as a country 
that has banished poverty and insecurity from its people’s lives. 
It is, on the contrary, a place of sharp contrasts, not only between 
persons, but also between areas; and it is subject to extraordinary 
instability. In the gi’eat economic crisis which, beginning in 
America, swept over the world in 1931, the national income fell, 
not_mereIy in dollars, but in real amount, by almost one-half, 'and 
industrial production dropped by more than one-half. There was 
a general panic^ with banks closing their doors, share-values 
falling sensationally, and unemployment reaching a prodigiously 
high level. Thereafter came a slow and incomplete recovery, 
brought about by vast public expenditure under the ‘New Deal’; 
but right up to 1939 there had been no revival of investment by 
private, capital-owners to the level that had been reached before 
the slump. It needed world war to swing the United States back 
to prosperity and boQm, at first in supplying the belligerents 
before Pearl liarbour, and then in meeting the vast demands both 
of the American forces and home public and of the rest of the 
United Nations, which necessarily depended greatly on America 
both as arsenal and as source of food and other consumers’ goods. 
During the first phase of thg war the United States drew in vast 
payments from Great Britain and other countries for war supplies. 
Lsfter, thesa-w^ipplies were financed mainly under the Lease-Lepd 
Agreements concluded with most of the United Nations, These 
meant that the American Government was spending at a pi'o- 
digious rate, and was adding largely to the National Debt, 
though, as American troops came to Europe, Lease-Lend pay- 
ments became to some extent reversed, as Great Britain in 
particular had to meet the expenses of American forces stationed 
hi this country, as far as they were represented^by goods which 
Great Britain could supply. When the. war ended, there was a 
large Leas^-Lend balance in favour 01 the United States; and 
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The United States and Its People, 1940 


( Thousatij^) 


Total population 


« • 


131,700 

Total immigrants, 1908-40 




12,948 

Negroes .... 




12,865 

Aliens . . . . 




3.344 ‘ 

Naturalised . . . 




7.250 

Jews . 


• • 


3.389 

Immigrants born in — 

Italy . . 




1,624 

Germany . . . 




1,238 

Russia . . . . 




1,041 

Poland. . . . ‘ 




993 

Scandinavia ... 




845 

Great Britain 


s. ' * « 


62a 

Eire .... 




622 

Austria 




480 

Total white population 


New Yorh 

6,978 

Chicago 

3,IA5 

San/" 

Francisco 

603 

NativcTborn whites . 


4.897 

2,442 

47a 

Foreign-born whites 


2,080 

458 

673 

130 

Negroes .... 

, 

278 

5 

Jews (N.Y. State) . 

Number of farms . . 


1,604 

6,097 

Acreage of farms (millions) 


. • 

, 

1,061 

338 

Acreage of principal crops (millions) - 

. 




fi 






United States: Employment in 1940 
(Thousands)^ 


(a) Private 

Manufactures . . . . ig,ia2 

Mining . . . . ... 764 

Construction . . . . 81441 

Transport and public utilities . aj944 

Trade, finance and services . 15,124 

Agriculture, forestry and fishing. 9,aio 


Per cent. 


1-6 

5 - 2 

6- 3 
^•3 
t9-7 





(b) Public 

Armed forces . , . , . . ; 48 . 6 m • 

Other public employment . 4,190 8*9 

Total . . . ' , . 46,843 i#o 
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AoB DlSTRlBXmON IN THE UNITED STATES 


(Per cent.) 

Under 15 . . . . . • • 25*0 

15 - 34 ,- • • • • • • • 

25-44 . - 30 - 1 

4.5-G4 . . . . . . , • ■ > 9-8 

Over 65 . 8-9 

Number of birtlis, 1940 2,360,399 

Number of deadis, 1940 i, 417)269 

Birth rate, total . . . . • • t 7‘9 

Birth rate, white . . . • • • 17’5 

Birth rate, others . . . • • • 2 i '7 

Death rate, total . . . . • • to'B 

Death rate, white 10-4. 

Death rate, others . . . • . . 13-8 

Infant mortality rate, total .... 4.7 

Infant mortality rate, white . . > • 43 

■■ Infant mortality rate, others . . . . 74 

Fertility rSte, total . . . . • ■ 2-i 

Fertility rate, white . . . . • • 2-1 

Fertility rate, other-s . . • • • • 2'3 

Net reproduction rate . . . • • I'Oia 

Expectation of life at I year of age: 

/ Whites, men 64-9 

White.s, women 68-8 

Others, men ...... 56-0 

Others, 58’2 


Negroes are about J total population in South Carolina and Mississippi. 
Negroes are over J total population in Georgia, Alabama and Louisiana. 

Negroes are over J total population in North Carolina, Florida and District of 
, Columbia. 

Negroes are about J total population in Virginia and Arkansas. 

Negroes are over 10 per cent, total population in Maryland, Delaware, 
Tennessee and Texas. ,» 

Negroes ai-e over 5 per, cent, total population in New Jersey, We.st Virginia, 
Kentucky, Missouri and Oklahoma. * 

Negroes are over 4 per cent, total population in New York, Pennsylvania, 
Ohio and Illinois. « 

Negroes are over 3 per cent, total population in Indiana, Michigan, Kansas 
and Arizona. ■ 

Negroes are under 2 per Cent, total population in all other States, 
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Pre-war Prodbotion in U.S.A., U.S.S.R. and U.K. compared 


[Figures for 1938, unless^ otherwise stated) 



U£.A. 

V.SeS.R. 

U,K, 

Wheat, million quintals . 

954 

409 

20 

Barley, million quintals . 

55 

8 a ® 

9 

Rye, million quintals 

14 

209 

— 

Oats, million quintals . 

155 

170 

20 

Maize, million quintals . 

651 

27 


Potatoes, million quintals 

102 

420 


Sugar, million quintals . 

20 

22 


Tobacco, million quintals 

6 

2 

Milk, million hectolitres . 

478 

280 

67 

Butter, thousand metric tons 

l,oi6 

198 

47 

Margarine, thousand metric tons 

175 

? 

212 

Cheese, thousand metric tons . 

329 

35 (1936) 

44 , - 

Meat, thousand metric tons 

7.475 

3.303 

1.360(1937) 

Cotton, million quintals . 

26 

8 

— 

Wool, thousand metric tons 
Rayon, thousand metric tons . 

203 

137 

50 

117 

7 

48 

Stapl.e fibre, thousand metric tons 

14 


14 

Wood pulp, thousand metric tons 

5,389 

740(1937) 

270 , 

Cement, imllion metric tons 

18 

6 

8 

Petroleum, million metric tons . 

164 

29 


Coal, million metric tons . 

358 

133 ” 

231 

Iron ore (metal content), million 
metric tons . . . 

27 (1939) 

13 

4 

Steel, million metric tons . 

49 (1939) 

i8 

II 

Aluminium, thousand metric tons 

130 

44 

23 


I a settlement of all outstanding Lcase-Lend obligations formed 
j part of the Loan Agreements concluded between the United 
‘j States and Great Britain in 1946. In respect of the Lease-Lend 
f obligations considered in isolation this settlement looked generous; 

I but it must not be forgotten either that Great Britain had paid 
I away great sums for American supplies early in the war or that the 
I sudden termination of Lease-Lend when hostilities ceased caused 
I very serious economic difficulties in view of the complete disloca- 
I tion of British industrial production, ». ««• * 

{ The Great Creditor 

The United States is not only by far the wealthiest country in 
the wbrldj but also a great creditor of other countries. Up to the 
first World War the United States was a debtor nation, in the 
sense that foreigners owned more capital invested in America 
than American citizens owned abroad. But ever since the war oi 
1914-18 the United Statgs has been a creditor; and during the 
1920’s there: was a great outflow of American capital^for invest- 
ment abroad, especially in Europe and in Latin America. These 
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loans served to balance the accounts between the United States 
and the rest of the world, in face of the large excess of American 
exports over imports. The high American tariff, as well as the 
wide diversity of resources available in the United States, limited 
the power of other countries to find markets for their goods in that 
country; and the large purchases 'of American goods were made 
possible only by American capital loans. In particular, American 
citizens made large investments in Germany; and such payments 
'of reparations as the Germans in fact made were really financed 
“by these Ipans. 

Then, first in the American boom of 1928-9 and later in the 
depression that followed, capital ceased to flow out_ from the 
United States. This made it impossible for other countries to keep 
up their purchases of American goods, and was a considerable 
factor in intensifying the slump. Moreover, the Americans greatly 
reduced their own purchases of foreign goods; and other countries 
had to make considerable payments in gold to the United States 
in order to buy imports with which they could not dispense. The 
gold, supplies of most countries began again, as they had done 
after "1918, to be^ transferred to America; and the Americans had 
to take the gold, though they had already more than they needed, 
because there was no other way in which their customers could 
pay them for their goods. 

The U.S.A, in Wartime and After 

The second World War provided the American economy with 
an unliznited mai'ket for everything it was able to produce; and, 
especially after the introduction of the Leasc-Leird system had 
solved for the supi?liers the problem of getting paid (by making 
the U.S. Government the source of payment), output grew by 
leaps and bounds. Pi'ices weie kept to a considerable extent under 
coirtrol by special wartime legislation; and wages- were also con- 
trolled. But full employment, overtimei and high piecework 
earnings raised the effective incomes of workers in the war 
industries, and had a considerable effect, as war plants were 
erected all over the country, in raising income levels in what had 
beeh poor, and backward areas. Farmerk also did well, with an 
unliznited deznand for their products; azicl there arose a scarcity of 
goods in relation to the speiulable income in the hands of the 
public as a whole. There was, however, no rationing comparable 
in severity with what was enforced in Great Britsdn; and, whereas 
here the stairdard of coiisumption fell sharply, in the United 
States it notably inci-easedi When war ended there was some dis- 
location, Warnings dropped in many trades, and uziemployment 
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reappeared. But, with large numbers still away in the armed 
forces, the surplus labour from the war plants was for the most 
part speedily absorbed, and by thS middle of 1946 many of the 
conditions for a boom appeared to exist, and to be held in check 
only by the continued enforcement of the war contBols over prices 
and wages. 

At this point the United States Congress refused to renew the 
price controls in their existing form, despite the Government’s^ 
insistence on the need for them, and put forward a bill which so 
emasculated the controls as to make them, in the President’s vie^v 
wholly unworkable. The President used his power to veto the Bill 
passed by Congress, and all pi’ice controls under federal law 
lapsed at the beginning of July, 1946. Alarmed at the prospect of 
a runaway boom in prices. Congress set to work to draft a new 
bill; but this was at once cut about by the representatives of the 
farming interests so as to exclude nearly all important foodstuffs 
from its scope. Later, control over most farm products was re- 
impbsed, but in a greatly emasculated form; and at the enc^ of 
July, 1946, the President reluctantly signed a new Price Coiiti'ol 
Act which he knew would inevitably involve a considerable rise in 
the cost of living. It was in effect impossible to undo the con- 
sequences of a month’s uncontrolled price-increases; and the new 
Act was so wealdy drawn as to be unlikely to prevent further 
increases in the prices of key commodities. It then became a 
question of how long it would be before the workers endeavoured 
to secure wage-advances to balance the rising prices; and of what 
would happen when they did. There was at any rate the poten- 
tiality in the United States of a tremendous struggle between the 
Trade Unions and the ernployers, who have bitterly disliked the 
great increase in Trade Union strength that has come about in 
recent years, and are still largely hostile to any recognition of the 
rights of collective bargaining, . ' 

The American Labour Movement ^ 

American Labour, though it has greatly increased its strength, 
is sharjsly divided between two mutually hostile groups, yhe 
American Federation of Labour, the older body, is still the biggest 
organisation, and represents the more conservative tendency. It 
consists largely of craft unions, whereas its younger rival, the 
Congress of Industrial Organisations, broke away from it largely 
because its leadefs felt an industrial basis of recruitment to be* 
indispensable for organising the , workers in the great mass- 
production industries, such as steel, automobiles, ruj)ber, and 
textiles. At that stage, the^leading figure in ’ the G.I.O. was 
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John L. Lewis, the President of the United Mine Workers,- and his 
Union played a very great part in creating the G.I.O. Thereafter, 
Lewis quarrelled with the Gfl.O., largely on political grounds; 
for he was violently hostile to President Roosevelt, whereas most 
of the G.I.O.,>Ieaders were strong supporters of the New Deal. 
Lewis, as a result of this quarrel, took his Mine Workers and a 
number of other groups which he had organised back into the 
A.F. of L.j with the consequence that the dispute between the two 
^ '’can no longer be regarded as resting on the respective merits of 
"^aft’ and ‘industrial’ Unionism — for the Mine Workers are the 
most powerful industrial Union in the United States. It is much 
^ more a personal and political quarrel, between the American 
Trade Unionists who believe in capitalism and are stroirgiy hostile 
to Socialism and to the Soviet Union and a left wing which, 
though it is not necessarily Socialist, upheld the ‘New Deal’ and, 
through its Political Action Committee, founded by Sidney 
Hillman, thz’ew its weight strongly on the side of Roosevelt and 
has since given backing to the most progressive candidates it has 
been able to find in both Federal and State elections. The G.I.O. 
forms the Amepcan section of the new World Trade Union 
Federation, which the A.F. of L. has refused to join, because it 
objects to any sort of association with the Trade Unions of the 
U.S.S.R. 

This division in the ranks of the American Labour inovemcnt is 
a very serious matter; for as long as it continues American Labour 
cannot become a political force with an mdependent programme 
of its own. Socialism has never been a powerful influence among 
American workers, largely because American capitalism, with all 
its instability, haF been a rapidly exioanding system and has 
offered, until quite recently, many chances to enterprising indi- 
viduals to rise out of the working class, and also favourable 
conditions for increasing wgiges and improving conditions in the 
trades and industries in which rapid expansion has occurred. The 
slhmp of-^.re- 1930’s had a great effect on the attitude of the 
workers, particularly in the mass-production ihdustries, which 
were most seriously affected. It bi’ought the G.I.O, into existerree; 
and' for a, time it seemed to threaten the very existence of the 
A.F. ofL. But recovery, especially during the war years, helped 
the A.F. of L. to regain much of its position and prestige, and to 
outdistance the G.I.O. in membership. The American: Trade 
Unionist still largely accepts capitalism as aif institution, and 
regards his Union as an instrument for i^rewing the best terms out 
of it, rather than as an engine of social reconstruction. Trade 
Unionism 'in the- United States is a ‘business,’ lilm most other 
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things, and throws up a type of leader who closely resembles a 
successful business man. Even the C.I.O. is much leste political 
than most European Trade Union «novements, and has hitherto 
refrained from any attempt to create a separate working-class 
party, like the British Labour Party, ' g 

The Political Action Committee of the C.I.O. nas, however, 
sometimes been regarded as the forerunner of an American 
Labour Party; and it might no doubt develop along this line. But 
for the present it continues to follow the traditional policy of'’ 
American Trade Unionism in supporting those candidates 
forward by the two main parties who seem most likely to further 
Labour’s demands; and in practice this policy has ranged it on 
the side of the Democrats in the great majority of elections, 
though it has held itself free to oppose reactionary Democrats in 
particular cases. Its general line, up to Roosevelt’s death, was to 
give him solid support for his New Deal policies, which included 
a large measure of recognition for Labour’s rights and claims. 
With Roosevelt dead, and Truman in his place, its attitude became 
more uncertain; but it gave support in most cases to Democratic 
candidates in the Congressional elections _of Noveihber, 
1946, and the crushing defeat of the Democrats carried with it 
the removal from the new Congress of a high proportion of those 
who had been most favourable to Labour claims. The seats lost 
were largely those held by the more progressive Democrats; and 
the new Republican majority included a high proportion of 
members who were strongly hostile to Labour, and eager to 
place anti-strike laws on the statute book. Even before the 
elections, the resignation from the Cabinet of Mr. Henry Wallace 
had been a signal that the Democratic Party whs moving sharply 
to the right. Nevertheless the Democrats can by no means afford 
to antagonise- their Labour supporters, upon whom rests such 
slender hope as they have of winging the next presidential/! 
election; whereas the now triumphant Republican Party includes 
most of the capitalists who are most vocal in demandin,(f a ‘show- 
down’ with Labour and a reversal of the Roosevelt policies which 
have given the Trade Unions a greatly increased bargaining 
power by removing the legal disabilities to which ,they Thad 
previously been subject. 

The Party System in the U.S.A. 

It has, of course, always to be borne in mind that the pattern o£ 
American party politics i;^ quite different from purs. The Repub- 
lican and Democratic Parties in the United States do not stand 
for rival policies or conceptions of social organisation? They are 
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vast macMnesj within which conflicting tendencies and interests 
do battle. On the whole, largely because of Woodi'ow Wilson’s and 
of Franklin Roosevelt’s persainal qualities, and of the situations 
with which these two statesmen had to deal, the Democratic 
Party has beqn identified in recent years with the more pro- 
gressive ijoliciesj and on the whole the Republican Party has 
. stood most strongly for the interests of big business and unfettered , 
capitalist exploitation. But there is a progressive section inside the \ 
‘ Republican Party, and a most reactionary section — the Southern 
^pmocrats — ^inside its rival; and usually neither party can afford to 
ignore any substantial section of its following, for fear of handing ' 
over power to the other side. Foreigners often ask why such a 
situation is not brought to an end by a rearrangement of parties, 
with the progressives on one side and the consei'vatives on the 
other. The answer is to be sought partly in the immense en-i 
trenched strength of the rival party machines, which makes it 
very difficult to create any nation-wide political machine in 
opposition to them; but it really lies much more in the absence of 
any clearly defined rival conceptions of the future of American 
society. The British Labour Party was able to force its way to the 
front because it'^did stand for a clear conception of a new social 
structure, based on the notions.: ofijS-O daLs scurity and _ collect ive 
control of the resources ^production, and. because this cohcep.! 
tioh'appcaredTb a large sectloif ortlie people, including most of 
the effective leaders of local working-class opinion. There is still 
no such conception, commanding wide popular support, in the 
United States, where most people still instinctively accept an 
"American way of life’’ based on private enterprise and the quest 
of the dollar; and in the absence of such a conception rival policies 
in the United States are based less on permanent theories than 
oa temporary considemtions o f^e xpedienc y and waves of feeling 
played on by very highly^ organised progandist machines. For 
this reason, though divisions on particular issues may be very 
sharp, th^y ylo not lead to durable groupings of o]3inion on a 
national scale; and the old parties continue to hold the field 
because there is no new idea which offers to their supporters a 
really compelling challenge. 

This situation might change very quickly if the Americans were 
to experience a second slump comparable in intensity with that of 
the 1 930’s. That slump did go some distance towards creating the 
conditions which would have made a far-reaching rearrangement 
of parties possible; but wartime prosperity has had a remarkable 
effect in wiping outduaeTniS oFtoe people the miseries of 
the great "depression and in reinstating the old belief in the 
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“American way of life.” This has given the traditional parties a 
new lease of existence, retarding the growth of Socialist sentiment 
and of the feeling of hostility to capiSalist control and leading to a 
vehement reassertion of the merits of private enterprise and the 
‘un-American’ character of any sort of public controhover business 
affairs. Moreover, Socialism is closely associated in the minds of 
many Americans with the form which it has assumed in the Soviet 
Union— a form which, on the political plane, presents it in the most 
antagonistic light to the hitherto prevalent American conceptions ” , ; 

of democracy. (jwjO ttovA®, ^ : 

^ . jWW , 

Americanism' jLixk, 


It is well worth while to reflect a little on this point. Economic- 
ally, the Soviet Union often strilces the observer as greatly 
influenced by ‘Americanism,’ and as reproducing many of the 
salient characteristics of the American economy. It has the same 
belief in bigness and hustle, in the virtue of material progress, and 
in talking big. I once received an advertisement from an 
American hotel which held out as its principal attraction that' it 
used more soap than any other hotel in the world; and I ''can 
imagine just such a circular emanating from Moscow — as soon as 
the Soviet Union has enough soap. But politically the contrast is 
as striking as economically the resemblances are plain. The 
Americans, no doubt, share with the Russians a readiness to howl 
at nonconformists, and even to mtmder them under certain con- 
ditions. But American political life is based on a theory that 
public opinion ought to be followed and not led, whereas the 
political system of the Soviet Union rests on the disciplined leader- 
ship of the Communist Party, and pays no heedfo opinions which 
have not been formulated under its auspices, or at least with its 
consent. Of course, the public opinion which the Americans 
follow is in practice largely a manufactured opinion, in the 
making of which wealth exercises a very great deal of power. But 
it is opinion manufactured not, as in the Soviet U»im», by thb 
party which is also the Government, but by influences external to 
the Government. It therefore wears the guise of ‘free’ opinion; 
and the typical American politician accepts it as his guide;, whereas 
he is acutely suspicious of anything that looks like an extension of 
the influence of Government over the affairs of the citizen. 


The Separation of lowers , 

The strength of this tencjpncy is accentuated in America by the 
‘separation of powers’ between the President and the Confess; 
for this prevents the United States from having, «ave at^ moments 
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of exceptional stress, anything that can properly be called a 
coherent government policy. Congress is irresponsible, because it 
neither possesses executive power, nor is organically related to its 
possessor as Parliament and Cabinet are related in the British 
system. When one party has the President and its rival Congress 
—a situation that has actually existed since the Republican 
Congressional victory of 194.6 — something not far off a paralysis 
of government can occur. Even when they I’epresent the same 
■ party, the relations between them are often by no means easy^ 
'*'liiecause there exists no clear line of policy which they are pledged 
to follow in common, and because Congressmen are always think- 
ing more of local pressures than of getting a consistent policy put 
into effect. 

I Communism stands, politically, for a complete challenge to 
these ways of government. As thoroughly as Hobbes ever did, it 
rejects all division or separation of powers. There could be— 
perhaps there will be — an American Socialism that fits itself on to 
the American political tradition, _aiKjJSsian^pci^SPl.has.jBite^ 
itself on to the trad ition of Cza rist STussiaTand British Socialism t o 
ItTte' fraditidns” oj British midiamehtafy practice. But assuredly this 
tonefiC'an Socianim’ wilrhot he like Russian'Crommunism, in its 
political aspect, even if economically it does come to resemble 
jCommunism rather than British evolutionary Socialism. 

At all events, neither Socialism nor Labour is yet, in the United 
States, a force asserting its claim to transform the social system as 
a whole; and, that' being so, there is no driving power strong 
enough to create an American Labour Party in defiance of the 
existing party machines, or even to unite the warring factions of 
American Trade Unionism in pursuance of a common ideal. How 
long this situation will continue I do not pretend to kno'w; the 
thing likeliest to end it is another really big slump. 

The 'American Way of Lif^ 

«The belie/ in the ‘American way of life’ has been severely 
shaken, but not yet broken, among the American working classes, 
particularly those in the mass-production, industries which felt the 
slump most severely. But among the classes that still govern 
America, and among the social groups of whose opinions these 
classes take account, this belief has hardly been Shaken at all. 
Even the skilled Workmen largely retain the old attitude un- 
fXhanged. Even those ■who supported Rooseyelt and the NeW Deal 
did so largely in the sense of|upporting;quite exceptional measures 
of state intervention in order to cope with a quite exceptional 
crisis, and not wkh any conviction that the crisis was due to some- 
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thing really amiss with the American economy, or that it would 
soon recur unless the basis of the economy were changed, Roosevelt 
himself, after setting out with a pro^amme in which measures of 
‘recovery’ were mingled with measures of ‘reform,’ found himself 
forced to relax his reforming zeal as soon as his recovery measures 
began to produce effects. Th e backin fiLfQr,j:efbim...war ifid quickly 
as people bega n to feeliess frightened; and it waned fastest of all 
among the politicians, who were much more conscious of the, 
swelling chorus of protest from the vested interests than of 
strong pressure for reform from the main body of their co& 
stituents. By the latter half of 1946, the pressure for a sweeping 
away of the entire system of wartime control had become too 
strong to be resisted; and in the holocaust of emergency powers 
the conditions were altered much to the disadvantage not only of 
Americans living on fixed incomes, but also of needy foreign 
countries which found prices of American goods raised sharply 
against them as the American people began to consume the 
‘surplus’ needed for export in order to avert sheer starvation 
elsewhere. 

Belief in the ‘American way of life’ strongly colours the attitude 
of the United States towards other countries and peoples. Success- 
ful individuals are apt to think that whatever has served them 
well must be good for everyone else; and successful nations are apt 
to behave in the same way. The United States, despite its experi- 
ence in the 1930’s aird its tendency to instability, which goes back 
much further, has been eminently successful in the arts of getting 
rich; and Americans have to-day, as Englishmen had in the nine- 
teenth century, a little habit of telling the ppor foreigner how 
wrong he is not to behave just as they do. Of course, this is not 
true of all Americans, any more than it was ever true of all 
Englishmen; but it does colour American official pronouncements 
and the American Government’s dealings with other nations. 
This applies particularly in the matter of trade policy, and when 
questions of the art of government come under intertiaTlonal con- 
sideration. In trade matters, the Americans blandly assume that 
tariffs are all right, because they practise them, but that all erfher 
measures for the planning of a country’s international* trade are 
wicked ■ examples of ‘discrimination’ and foolish violations of 
economic law. In financial matters, having more gold than they 
know what to <%) with, they regard everyone who has doubts 
about the gold standard as guilty of deadly sin. In politics, thef 
assume that all countries»ought to have party systems as like as 
possible to their own, and that any system which is -qplike their 
own can be condemned out of hand as ‘undemobratic.’ No doubt. 


othei' peoples share this bland habit of assuming their own way of 
life to be the norm of virtuous conduct and all deviations from it 
to be due to original sin. But i think the Americans have the habit 
som ewhat h ighly develo|^7^Hct^cour5e7T;BeiF'ii5unense'power 
ihaltes uF more conscious'^' it than we should be if it made no 
great difference to ns what the American people and the 
American Government thought or did. 

I am not suggesting that the Ameiicans are more self-righteous 
than the Russians, who hold even more completely that every- 
"^dy ought to follow their lead, and that everybody who does not 
is plotting against them. That is not what I am trying to say. 
What I do mean is that, whereas the Communist self-righteousness 
is based on a definite creed and policy, which those who hold it 
believe to be destined to conquer the world j American self- 
satisfaction rests on something much less tangible-— on a ‘way of 
life’ which is not embodied in any clearly formulated creed or 
policy, unless the belief in capitalist enterprise be regarded as one, 
apd is unaccompanied by any plain proposal about how we poor 
simmers, who are not Americans, ought to set things right, The 
American political attitude to other countries, indeed, often 
appears to be less a programme than a gargantuan sniff. 

U.S. Foreign Policy ; 

Traditionally, the United States foreign policy has been 
‘isolationist,’ at any rate in the sense of trying to confine its 
commitments to the New World. This has never quite worked in 
the Pacific — witness American intervention in the Far East from 
the days of Cojpmodore Perry, and the annexatimt of the 
Philippine Islands after the Spanish- American War. But even in 
the Far East the handling of the Philippine problem, citlminating 
in the restoration of full independence in 1946 (though in fact 
American influence remaiiw as fully dominant as before), indicates 
that American statesmen have not felt happy at becoming involved 
in territcfriah commitments outside the American continent. The 
Monroe Doctrine, with its cry to Europe to keep its hands off 
Arperica, has fitted in with this isolationism, which was respon- 
sible for the withdrawal of the United States from the League of 
Nations— though the League was largely of President Wuson’s 
devising— after the first World War. Responsible American states- 
men, now recognise, in the light of Hitler’s plans of world 
riiomination, which so narrowly missed fire, anE of the coming of 
atomic power, that isolationism is nor, longer a workable policy. 
But they this for the most part reluctantly— there was reluct- 
ance even in Mr. Wendell Willkie’s impassioned plea to his 


countrymen to understand that there is only “OncJWorld ”^ — 
and a great many of their followers, less alive totKe real move- 
ment of world affairs, still do not r^ognise it, at all. 

It is no small part of the trouble that, to the extent to which the 
Americans do become conscious of the unity of the world, they , 
also become aware that it is by no means all governed to their 
lildng, and in particular that there exists in the Soviet Union a 
potential opposition to the spread over the world of the ‘American 
way of life,’ and even a potential threat to the survival of that ‘way » 
of life’ on the American continent. Abandonment of i solationism^, 
can lead to the growth of a will tomo-operate^'in’BuildTng up*a\ 
better world by peaceful and iriendly collaboration among the 
nationsj but it can also lead to a will to unite as much as possible 
of the world under American leadership against the ‘Communist 
menace.’ Both these lines of development can be clearly seen in*' 
the contemporary movements of American opinion; and the one 
can all too easily pass into tire other. The desire to organise an 
anti-communist front under American leadership can easily be 
represented as the unavoidable reaction to the unreasonable alti- 
tude of the Soviet Union — ^which unreasonableness proceeds, as 
we have seen, largely from the fears of Soviet sta'tesmen that just 
such a front is already being brought into existence against them. 
Every time Mr. Bevin and Mr. Byrnes saw eye to eye about any- 
thing — and they did so very often — ^Mr. Molotov was strengthened 
in his opinion that there was a world plot brewing against the 
Soviet Union; and every time Mr. Molotov reacted by taking up 
an attitude of sheer negation he added to the danger that what he 
feared might come to be true in fact. 

American Policy in Eastern Europe and in the Far East 

For: the danger is real. If the Americans suppose their ‘way of 
life,’ which involves freedom of entry for capitalist enterprise all 
over the world, to be the right ba%is for the United Nations 
Organisation and for the specialist bodies attached to it, whereas 
the Soviet Union’s spokesmen stand for the Comrnumst ‘way of 
life,’ or for as near an approach fo it as they believe to be practic- 
able at present, over every area in which they are in a positiento 
influence the course of events, there is evidently no basis on which 
U.N.O. can possibly work as a constructive force making for real 
world collaboration. U.N.O. can work in this way only if thel 
leaders of the rival groups are prepared to recognise spheres! 
within which each is to be permitted to foster a ‘way of 11®?] 
patterned upon its own, 5 nd on this basis to consider how far they 
r See One World, by Wendell L. Willkle. Gasjell, I94j. 


can fruitfully collaborate and Improve relations between the 
areas falling within the different spheres. 

This, however, the Americ^is are at present by no means ready 
to do. They will not let the Danube alone, though the countries 
along its banlcs for most of the way obviously fall in fact within the 
Soviet sphere*' of influence. They can no doubt I'etort that the 
Communists will not let them alone, but are busy conducting sub- 
versive propaganda wherever they can, both in Latin America 
..and in the United States itself— to say nothing of making trouble 
4n China and Manchuria, which the Americans I'egard as falling 
■v^thin their sphere of influence. Indeed, in the Far East the 
Americans have acted, since life collapse of Japap, quite as 
unhesitatingly on the principle of doing things in their own way, 
and telling their allies to go hang, as the Soviet Union has in 
Poland or in the other satellite States in South-eastern Europe. 
General MacArthur has ruled Japan without the smallest con- 
cession to other people’s views of how it ought to be ruled; and in 
China no external power except the American counts for any- 
thing except in the areas under Communist control. The Soviet 
Union no doubt objects strongly to General MacArthur’s political 
and economic policy in Japan, as well as to the support given to 
Ghiang Kai-shek in China and Manchuria. But it has done 
nothing about these things, because it has been able to do nothing 
effective. The Americans, on the other hand, have failed to 
recognise that every futile step which they take to assert the rights 
of capitalism and ‘capitalist democracy’ in Bulgaria or Roumania 
induces the Soviet Union to r-espond wrtli much less futile counter- 
aggressions elsewhere, because it can over most of the world 
command much more effective ageirts and supporters than the 
‘old §'ang’ politicians and self-styled peasant leaders whom 
Amerrcan diplomacy attempts to fortify against the friends of 
th^Soviet Union, 

The Americans fail to .seef this, because they are perfectly sure 
thjrt everybody ought to behave just like themselves, and that only 
plain wicKediTcss stands in the way of such behaviour, The Com- 
munists are no less cocksure, but, being clearer-headed, are more 
prepared to limit their immediate objectives in accordance with 
their strength, and therefore more prepai'ed for world collabora- 
tion on a basis which recognises their claim to dictate the 
politico-economic structure only within the sphere to; which 
their strength extends. It is perfectly true that if the Soviet 
Union felt stronger, it would claim more— even up to claiming 
the whole earth as its sphere, if it fel" strong enough. It does 
not, however, feel strong, especially in view of the United 
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States’ present monopoly of atomic power; and the one hope 
of building up a system of world collaboration lies in seizing the 
chance while the Soviet Union reciognises the need to limit its 
objectives. , 

America as a World Power * 

The great question is whether the Americans, who are not 
clever about foreign policy, can be brought to understand this, 
and to endeavour, instead of making so many noises about the^i 
world danger of Communism and their mission to avert it, 
come to terms with the Soviet IJnion on the basis of a recognition 
of spheres of influence, coupled with an attempt to build forms of 
world co-operative action that are consistent with this division of 
the world’s peoples between these different spheres. I do not feel 
much hope of the Americans doing this unless and until the States 
of Western Europe, and above all Great Britain and the British 
Dominions, make it plain that they will on no account be 
drawn with the United States into an anti-Soviet Woe posing as 
the true embodiment of the United Nations. Indeed, the prospect 
of success is reduced by the new entanglement of America and 
Great Britain in the politics of ‘oil-imperialism’ hi the Near and 
Middle East, and by the reactions of this entanglement on the 
relations of both Great Britain and America with the Soviet 
Union. 

Of course, apart from other difSculties, the present extreme 
dependence of Western Europe on American economic aid makes 
such a policy not at all easy to pursue. We in Great Britain siniply 
cannot afford so to antagonise the Americans as to lead them to 
refuse us further help and even possibly to 'Withdraw in high 
dudgeon their forces of occupation from Germany. We have to 
keep on good enough terms ivith the Americans to persuade them 
not to repudiate their European responsibilities or withdraw their 
economic help; but we have also, in our own interest, to make it 
plain to them that we are not — we in Europe — t|^e ijutposts.of 
American forces in a coming world war between the United 
States and the Soviet Union. We can do this only by coming to 
terms among ourselves, and by creating, Whatever the difiicmties 
in the path, a Western Europe which stands for its own clearly 
defined way of life, and refuses to allow itself to become a mere 
battleground for ideological conflicts between American- 
sponsoi’ed capiteflism and Soviet Union-sponsored Communism.^ 

We can no more hope to make the Americans than we can hope 
to make the Soviet Union See the need for this act of West 
European self-assertion until we have acted tq make 4t a reality. 
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Until we have done this, the Americans will interpret every sign 
of our disagreeing with them as meaning that we are under the 
influence of Communism — ^v^hich they have not learnt to dis- 
tinguish from our brand of Socialism— ;just as much as the leaders 
of the Soviet Union will interpret every disagreement with them 
as a proof thiit we are the satellites of American capitalism. At 
present, we are disposed to regard the American isolationists as 
our enemies, and the American interventionists as our friends. 
- But we may come to be glad of the isolationists’ influence — pro- 
svided it does not wholly win the day — as a force holding back the 
Ahierican Government from advancing too far towards head-on 
conflict with the Soviet power. It would be sheer disaster for 
Western Europe to become an anti-Communist outpost of the 
American ‘way of life’ — even more of a disaster than it would be 
if Western Europe were to ‘go Communist’ in despair of following 
out its own path of liberal Socialism. And Am erican isolationism, 
with all its bad qualities and its dangers to our hopes of world 
unity, is also an obstacle in the way of the worst of all the alter- 
natives to world unity — ^the sharp division of the whole world 
between two — and only two — overweening and self-confident 
claimants to tot^il world power. 


OHAPTER XII 


» 

PROSPECTS OF Wd'RLD DEVELOPMENT 

n 

The purpose of the foregoing chapters has been J;o» 
measure the need and to emphasise the importance of deliberate 
planning on a world-wide scale to raise the standards of pro- 
ductivity and consumption, especially in the backward counti'ies, 
so as to bring them into some sort of relation to the progress that 
has been made in knowledge of the productive arts. If the world 
to-day remains for the most part desperately poor, this is not for 
lack of knowledge — though it is in part because the knowledge 
available in one place is not so diffused as to become the common 
possession of mankind. The failure to diffuse knowledge is, hflw- 
ever, more symptom than cause; for, on the whole, it is much less 
near the truth to say that men are poor because they are ignorant 
than that they are ignorant because they are poor. Education and 
especially scientific training, while they are means to the increase 
of wealth as well as sources of direct satisfaction, are in the main 
by-products of a high standard of living. Education is an expensive 
process, of which only the well-to-do can afford more than the 
rudiments; and this is no less true of societies than of individuals. 

Poverty and Ignorance , 

Most of the world’s peoples remain ignorant because they are 
poor. The achievements of modern science are unknown to them: 
even their agricultural techniques remain primitive in the 
extreme. Nor is any real attempt madfe to remove this ignorance. 
The imperialist powers spend but pitifully inadequate^ sums on 
education in their colonial territories; and on scientific, or even 
technical, education next to nothing. Aeroplanes fly over the 
remotest parts of the earth; steamships visit the remotest islands. 
Things in tins penetrate almost everywhere; there is ‘hardly a 
village, however primitive, where something made with the aid of 
wonderfully complex modern machinery is not to be found, even 
if it be only a Iqincloth or a string of beads. But though the^ 
products of modei'h industry are carried to the ends of the earth, 
the art of making them is rtot — or when it is the making is usually 
supervised by white overseers from the advance^ courftries, and 
the life of the native community goes on almost unaltered within 
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a few miles of the site whei'e modernity has set up its marvels. 
A few areas have been heavily industrialised; sometimes the most 
up-Lo-drilc machinery is founcl installed amid the most primitive 
surroundings. But the startling, contrasts of productivity between 
country and bountry remain. The average American in the 
United Slates produces at least six times as much as the average 
Indian, and probably a good deal more. Even the average 
'Frenchman or Belgian produces nearly four times as much. 

The Alleged Inequality of Peoples 

There is no evidence at all that the African or the Indian or the 
Cliinaroan is by nature destined to be less productive, or less 
intelligent, than the Englishman, or the American. Immigrants, 
transplanted to the United States from backward countries, soon 
reach American standards; and many of them rise high in the 
economic scale. If American negroes do not, this may be due to 
the treatment they receive, rather than to any inferiority of 
naharal endowment. The Russians have shown in our generation, 
as tilt Danes showed pur fathers, how quickly a people can raise 
its standards of^-production if it sets to work with a clear will 
and purpose. 

The lands on which the poorer peoples live are not, in most 
cases, inferior lands. Many of the poorer peoples have rich land 
and considerable mineral wealth beneath it, No doubt, some of 
the poorest are crowded upon bad land; but who crowded them? 
And did not the land, in a good many of the cases, become poor 
because of the crowding, and not because it was bad by nature? 
There arc wealthy peoples to-day living on what was poor land 
till they set to work to improve it, or on land that is poor still from 
an agricultural standpoint, but has been, jiut up to a high site- 
value by use for industrial purposes, The poverty of the physical 
environment provides no explanation of the poverty of peoples. 
They arcjioor because they do not know; and they do not know 
because they are poor. : . 

I’lirough all the startling economic developments of the past 
hundred years this vicious circle has remained unbroken. Arc we 
ready to break it now? That is the question which I have been 
.attempting to pose die foregoing chapters; and it demands an 
answer not only in the interests of the poorer countries, but in 
those of the richer as welU 


The Great Game of Beggar-myi-neighbaurt 
Througiiout the period between the wars, the advanced 
nations, instead W working together to promote the general 
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welfare, played at beggar-my-neighbour. Each country, fearful of 
an unbalanced state of its exchange, or merely, when there was no 
such risk, avid for exports and determined to protect tlie profits of 
its own manufacturers, tried to export more than it imported, or 
at any rate to restrict imports as much as it could^wherever they 
were competitive with home products. 

Such a process is bound to be self-defeating. Obviously, 
countries cannot all export more than they import, because every 
export is an import as well. If one country succeeds in increasing 
its exports and reducing its imports, it thereby reduces the pfhr- 
chasing power in the world market of the countries whose exports 
it shuts out, so that they have to buy fewer imports. One country 
may conceivably benefit by such a process, but only at other 
countries’ expense; and it is much more lilcely that they will all 
suffer together, however unevenly the suffering may be spread. 
What will happen is an all-round reduction of international trade, 
as each country in turn, finding its exports falling off, is compelled 
to curtail its imports in a scramble to balance its internatienal 
accounts. Usually this happens to the accompaniment of” com- 
petitive depreciation of currencies, as one couiftry after another 
tries to increase its exports by maldng them cheaper to buy with 
other countries’ money. 

The Case against Autarchy 

There are some people who believe that this does not matter, 
because they think it better for countries not to depend much on 
foreign trade, and to live mainly upon their own resources. Very 
big and diversified countries, with a great variety of climates, soils 
and new materials within tlieir frontiers and vast home popula- 
tions as wellf may be able to live ‘of their own’ to a great extent 
without serious loss, though even such countries are usually 
deficient in some essential materials, ^s the United States are, for 
instance, in rubber and tin. But no small country, and none tlj.at 
has not a very wide variety of natural resources, ?an^ reduce its 
foreign trade to a low level without serious economic loss. If it has 
to live mainly ‘of its own,’ it will have to produce at high cost in 
man-power and effort, and perhaps with inferior * substitute 
materials, many things which could be produced much more 
easily and better elsewhere; and in trying to produce too many 
different things,* it will in many cases forfeit the economies of 
mass-production. The smaller and the less diversified a country i?, 
the greater these econordc disadvantages wil] be. Great Britain, 
small in geographical size, is of medium size in respec1»of popula-. 
tion, but lacks many essential materials, of which rubber, oil, 
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cotton, and tropical foodstuffs inay serve as obvious examples, 
together with most of the non-ferrous metals which lie at the basis 
of modern engineering. It is no accident that Great Britain 
depends greatly on foreign trade: it is inherent in the natural con- 
ditions of th® country, with its plenty of coal and its relative 
poverty in most other essential materials. No doubt, British 
dependence on the rest of the world has been aggravated by the 
„16ng neglect of agriculture; but even if British policy in this respect 
,were reversed, the essential dependence would remain. Great 
Britain needs both more food than hitherto, and a wide diversity 
of kinds of food, in order to live Well; and even if it is decided to 
maintain home production of food at a higher level in future — as 
it should be — the effect will be, not to reduce British demand for 
food imports, but only to prevent it from rising further. Moreover, 
Great Britain can do, for the present, only a little to replace 
imports of raw materials with home-produced substitutes, except 
at a very high cost or at the expense of much lower quality; and 
to adopt such a policy would be ireither to the advantage of the 
home, consumers nor conducive to British ability to purchase 
with exports tlwimports which can by no means be done without. 

The Basis of International Trade 

International trade, after all, is a matter of plain common 
sense. Some things can be produced at least real cost in some 
countries and some in others; and it is plainly to everyone’s 
advantage that things should bo produced where they will cost 
least effort, and the suipluses exchanged. This only seems not to 
be good sense wl^jcn it is assumed that the non-production of a 
particular thing at home means that those who could have been 
employed in producing it will lie thrown out of work, and will be 
unable to find alternative employment. If a country is following 
the policy of ‘full employment’ discussed in an earlier section 
of this book, no such sitmition as this can arise. If a w;orker is not 
emiJloyecf irTproducing one thing, he or she will be set to pro- 
ducing something else; and it is thus clearly advantageous to 
produce, for home consumption or for exchange, whatever things 
the counfery is best fitted to produce. 

The only qualifications which this principle reciuires are, first, 
that it may be reasonable to produce at home, eyen at high costs, 
goods essential to national security, where the purposes of security 
"bannot be served as well and more cheaply by holding reserve 
Stocks; secondly, that foaol costs, as weH as costs which fall directly 
. on the enlsrepretieurs, must be taken into account, and that it may 
be right for a b&dkward country to develop industries that are 
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inefEcient by the standards of the most advanced, and to protect 
such industries, where they fit in with the national pattern of 
life, and can supply local needs ^^or consumers’ goods; ^ and, 
thirdly, that, if other countries pursue policies of economic 
nationalism and thus prevent a country from selling exports 
to them, it may become necessary for a coun1;ry to reduce 
its imports to what it can pay for with such exports as it has left, 
and to turn to producing at home goods which could be made 
better and more cheaply elsewhere. This may be unavoidable, but* 
it cannot be done without serious economic loss. It is an 
unpleasant necessity, to ended as speedily as possible "hy 
persuading other countries to Itmend their mistaken policies. 

The Flaw in the Free Trade System 

What I have been stating so far is the core of sound sense behind 
the old, familar free trade case. It has, however, been abundantly 
shown by the events of the last two decades that free trade is no 
longer a practicable way of promoting the international division 
of labour. Free trade meant leaving everything to the operatidh of 
the profit motive, and relying on that motive to bring abbut a 
right distribution of productive activity over t?ie whole world. 
But in practice free trade did not mean that all the world’s 
resources of man-power got employed in doing whatever in each 
country it was economically best for them to do. On the contrary, 
it was found to mean that a great many potential producers were 
left out of work because there seemed to be no sufficient prospect 
of profit from employing them; and this prevalence of unemploy- 
ment then led to demands for tariff protection in order to keep out 
foreign goods, in the hope of increasing employment. Unemploy- 
ment was the Achilles heel of the free trade system. And yet the 
free traders 'tVere quite right in arguing that tariffs could not be 
the right remedy, because they would buttress up inefficient pro- 
duction, provide a shield for monopoly and price-raising, and 
provoke retaliation which would destroy their proti^tiye effecton 
employment as a whole. 

The truth is that international trade needs regulation, but not 
by tariffs. It needs regulation with the purpose, not of reducilig it, 
but of stimulating it by putting it on a satisfactory basis of planned 
mutual exchange. Countries need to exchange not fewer but more 
of their products, wherever total productivity can be thereby 
increased ; but they can afford to exchange more only if they c£y;i 
be assured that their exchanges will balance out, not country by 
coimtiy, but at a high le^el over the world market as a whole, 

1 See Party, Chapters I and II., • 
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The Conditions of Foreign Investment 

Of the exports which advanced countries send out, most go, and 
should go, to pay for imports. A country can export more than it 
imports only to the extent to which it is prepared to make loans 
(or of course gifts, if it prefers) of its own jaroducts to other 
countries. A country can export more than it imports to the 
extent to which it, or its citizens, will invest abroad. But, of 
course, foreign investment, unless it takes the form of gifts, 
, involves repayment later. Accordingly, a couirtry which wishes to 
export more than it imports must either be prepared subsequently 
to change round and import more than it exports, or must con- 
^ tinue to invest abroad on an ever-increasing scale. Great Britain 
had reached by the fix'st World War the stage of receiving imports 
for which no exports were sent out in retui’n. These were pay- 
ments for past investmehts; and in the years just before 1939 
Great Biitain was not only consuming in impoi'ts the interest and 
dividends on British overseas investments, but was also eating up 
the capital at the rate of yCgo-f^o millions a year. There .was. 
nothing alarming about this. It did not mean that Great Britain 
was “Jiving on its capital”; for new investments at home much 
more than balanced the loss of invested capital overseas. What it 
did mean was that Great Britain was acting as a creditor country 
must act if it does not desire to make fresh overseas investments or 
to renew abroad all those falling due for repayment. Great Britain 
was importing more than it exported; and there was no I'eason, if. 
there had been no war, why it should not have continued to do 
this for many years. 

War, however, has fundamentally altei’ed the position; for the 
British holdings of,capital overseas have been used up, or fully 
mortgaged, in financing the war, despite the supplies obtained 
under Lease-Lcnd; and for the future Great Britainnwill have to 
pay for whatever imports are brought in with exports or with 
current services, such as thcr services of British ships in carrying 
the merchandise of other nations. In these circumstances, Great 
Britain will nOt be able, at any rate for some time to come, to 
make large capital loans abroad out of its own resources in the 
ordinary way of investment; for all the exports British industries 
are able to produce and sell abroad in the normal way of trade arc 
likely to be needed to pay for current imports, and if there is any 
surplus most of it will have to go towards paying back both the 
newly-incurred debt to the United States and tli^ large amounts 
v^ich are owing to India, to the Dominions, and to other 
countries which have supplied goods ter Great Britain on credit 
during the.rwar years. Even the sums which Great Bi'itain has 
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promised to give for colonial economic development, small as they 
are in relation to the need, will not be easy to find, and could not 
be found at all unless the colonies were ready to receive them 
mainly in British-made goods. Broadly, it can be said that Great 
Britain will be able to make loans to other countries only by 
sending them British goods which they would n(#t have bought 
unless the loans had been made— in other words, in the form of ’ 
additional exports, over and above those needed to pay for current 
imports and to meet outstanding capital claims. „ 

Great Britain and the American Loan ■*' 

Indeed, as matters stand at* present. Great Britain is a heavy 
borrower on international account. Wartime dislocations in- 
volved, in 1946, a huge continuing deficit on the British balance 
of payments, and this deficit had to be met by borrowing. The 
American and Canadian Loans of 1946 were negotiated for the 
pxirpose of enabling Great Britain to pay for current imports, 

• including supplies needed to maintain armed forces still stationed 
abroad, and to meet the obligations of occupation in Gerntany 
and elsewhere. British exports had been reduced to little* more 
than a trickle during the later stages of .the war,®when almost the 
entire resources of the country were required for the war effort; 
and when, at the termination of actual hostilities, the United 
States Government suddenly put an end to ‘Lease-Lend,’ and 
further supplies of American goods needed to be paid for in cash, 
a serious situation arose. Huge sterling debts to a number of 
countries, including the Argentine as well as India and the self- 
governing Dominions, had been piled up on account of supplies 
received during the war and not covei’ed.by the^value of exports; 
and, though these balairces were usable only for purchases in 
sterling, t if at all, the countries affected were not in a position 
to continue indefinitely sending furtlrer goods on credit to Great 
Britain. They wanted to be able tp\ise at any rate part of their 
sterling balances in buying goods which they needed^ for thqm- 
selves— including capital goods required for their*ow'n plans of 
reconstruction and development; and if they could not get such 
goods from Great Britain, they wanted at any rate to get •them 
elsewhere, or at least to get imports in return for th’eir current 
exports. This applied particularly to India, which was by far the 
largest sterling creditor; but it also applied elsewhere. , 

Canada, havwfg experienced great economic expansion during 
the war, was in a position to be generous in extending furtliCT 
credit; and the Ganadiah. Loan of 1946 was of material help to 
1 Some of them were released uhder the British- Argen^jne agretmentof 1946’. 
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Great Britain in meeting the bill for food imports, including 
deliveries to Europe on behalf of U.N.R.R.A. and in connection 
with the British occupation Western Germany. But what was 
needed above all else was a large loan of American dollars; for a 
considerable part of the imports needed by Great Britain could 
come, in the state of the world at this time, only from the United 
States. Up to 1939, Great Britain had met a large part of its bill 
for American goods by acting as supplier to the United States of 
^ JVlalayan tin and rubber and of other colonial products, and had 
paid for these goods, as far as they had to be paid for overseas, 
with British exports to the areas in which they were produced, 
^ With Malaya and other Asiatic territories mainly out of action as 
a consequence of Japanese occupation and wartime destruction of 
productive capacity, there was no way for Great Britain to cover 
the cost of necessary imports from the United States or from any 
country which demanded payment in cash or in free foreign 
exchairge. Even payment in British exports was necessarily on a 
limited scale, because of the time needed for gc'tting British* 
indnstry switched over from war production to a peace footing, 
In 'anticipation of this extreme strain on the British balance of 
payments, the British Government had opened in 1945 formal 
negotiations for a big American loan designed to tide the British 
economy over the period during which it was plain that exports 
could not possibly suffice to pay for necessary imports; and after 
long and difficult negotiations, followed by protracted debate in 
both Houses of the United States Congress, a loan was at length 
granted in the summer of 1946. The terms included a favourable 
settlement of outstanding obligations on account of Ijease-Lend 
transactions after die termination of the lighting; and the interest 
charge and the conditions of repayment were not unreasonable- 
on the assumption that the loan was to be made on* an orthodox 
commercial basis. The total sum involved was $4,400 millions, of 
which $650 millions were in respect of outstanding obligations 
ar^d did not provide any fresh credit. The remainder, $3,750 
millions, fvas'n total that could be drawn upon as required to 
meet Great Britain’s current need for dollars, on the condition 
that-no pai*t of it was to be used in meeting existing sterling debts. 
The interest rate was put at 2 per cent,; but no payment was to 
be made until 1951. Thereafter, the entire debt of'’ $4,400 millions 
was to be wiped off by tire payment of fifty annual instalments, 
including both interest and principal, with the i-proviso that the 
ffiterest, but not the repayment of capital, should be waived if in 
any year it could be shown that the 'Combined proceeds from 
British exports, visible and invisible, had been on the average of 
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the preceding five years inadequate to pay for imports at the 
average level of the years 1936-8. 

In the first instance, the British j^pgotiators in Washington had 
asked for an interest-free loan, as a contribution to facing the task 
of recovery from the dislocation of war. This had been felt to be 
not unreasonable in view of the part played by Gfeat Britain in 
holding back the Germans before the Americans came into the 
war, and also in view of the effect of the war in enriching the 
United States, while it greatly impoverished Great Britain afid” 
other European, countries. This request for a loan on a non- 
commercial basis turned out to have been a bad mistake; for'* it 
opened the door wide to American attempts to impose conditions 
on Rr^lfish economic policy. The interest was not a very serious 
mattSr, in the sense that Great Britain was nearly as likely to be 
able in course of time to repay with interest as without. It soon 
appeared that the Americans were in no mood to consider a loan 
free of interest; and they also drove the hardest possible bargain 
in respect of the conditions which they attached to the loan, as if 
it were a favour which entitled them to expect a very great dteal 
in return. 

International Monetary Conditions 

The conditions, or rather, the more important of them, fell into 
two groups— monetary and commercial. On the monetary side, 
the Americans were determined to do everything they could to 
restore an international currency system resting on a gold stand- 
ard. They wanted all countries to pledge themselves to stabilise 
the gold values of their several currencies within narrow limits, 
and to depart from these values, outside the suggested limits, only 
with the consent of an international monetary authority on which 
the Americans would themselves have a very influential voice. 
These proposals were embodied in the monetary part of the 
Bretton Woods Agreements of 1944; afid the American negotiators 
made it a condition of the loan to Great Britain thj.t the British 
Government should ratify the Bretton Woods Agreements and 
shduld thus bind it self to accept international regulation of mone- 
tary policy. Beyond this, the Americans used the occasion pre- 
sented by the loan negotiations to stiffen up at the earpense of 
Great Britain the requirements of Bretton Woods, by insisting 
that the British Government should make an end of its control 
over foreign exchange in respect of current transactions withir^ 
one year of the loan coming into force, and not merely within five 
years, as the Bretton Wc^ds Agreements had laid down. The 
necessity of continuing control over capital trEyisactictis, and of’ 
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dealing separately with the huge accumulated sterling debts 
blocked in London, was recognised; but it was made a condition 
of the loan that Great Britain should terminate the ‘dollar pool’ 
which had been established during the war to regulate dollar 
payments from Great Britain and other empire countries, and 
that full free*dom of exchange on current account between the 
pound and the dollar should be restored. 

Obviously, these monetary conditions imposed very serious 
' obligations on Great Britain. They made it impossible to use 
monetary regulation as an instrument for maintaining a policy of 
full employment in Great Britain in face of any world depression 
that might set in as countries settled down after the war, and in 
particular in face of any future slump or crisis in the't^nited 
States. It is true that the American and British Governments were 
both pledged to follow policies of high production and employ- 
ment; and on this basis the Americans argued that the occasion 
for protective currency measures designed to offset depression in 
the United States would not arise. It is also true that the Bretton 
Wbods Monetary Agreement included a provision, called the 
‘scarte currencies clause,’ under which the directors of the Inter- 
national Monetary Fund created under the Agreement could 
declare any currency to be ‘scarce’ in relation to the demand 
for it. If and when this is done, countries adhering to the Agree- 
ment are allowed to impose control over the supply of that 
particular currency by their Central Banks. This procedure, how- 
ever, can be applied only under the authority of the directors of 
the International Fund, and for as long as they regard it as 
necessary. In practice, it could hardly be applied, under the " 
Bretton Woods d?Ian, without the consent of the Americans 
themselves. 

r ■ , 

America and Midtilateral Trading 

Clearly, without the aid'bf a large loan from the United States, 
it would diaye been out of the question for Great Britain to accept 
the obligations of the Bretton Woods Plan; for there would have 
been no possibility of allowing free conversion of pounds into 
dollars, yhis conversion means not only that anyone in Great 
Britain is free to demand dollars in exchange for pounds for the 
purposes of any current transaction, as distinct from a capital 
transaction, but also that all foreign sellers of goods in the British 
<,market can claim to be paid in dollars instead ef pounds, and can 
thus use the proceeds to buy American instead of British goods. 
The assumption, of course, is that uft-der this system the inter- 
national &ccoun/:s of the various countries will in fact balance on 


the basis of what is called ‘multilateral’ trade, i.e. that if one 
country buys more from another than it sells to it, it will be selling 
to other countries more than it buys^in such a way that the pluses 
and minuses will all cancel out. Thus, Great Britain, as we have 
seen, used to pay for imports from America partly in Malayan 
tin and rubber, by sending exports of British goods to Malaya, 
or out of the profits due to British holders of Malayan investments. 

The contention has always been that this system of free, multi- 
lateral trading, subject only to such tariffs on imports as each „ , 

country chooses to impose, aids the international division of 
labour and thus nsakes the world as a whole richer than it couW 
be if trade had to balance ‘bilat&-ally,’ i.e. if each country had to 
import from each other as much as it exported to it, subject only 
to differences arising out of such factors as transport and interest 
due on foreign debts. This is the American version of the 
traditional ‘free trade’ argument, modified in such a way as to allow 
countries to impose tariffs on imports while preventing them 
from resorting to monetary controls. The Americans also seek to 
exclude all forms of what they call ‘discrimination’ by mean^of 
quotas or licensing systems;, but this part of the American thesis 
can best be considered in connection with the cammercial con- 
ditions attached to the American Loan. 

These conditions formed no part of the Loan Agreement itself. 

They were embodied in a quite distinct set of “Proposals” put 
forward by the United States Government for presentation to a 
World Conference on trade and commercial policy, to be sum- 
moned under the auspices of the United Nations. The “Proposals” 

• as such bound nobody: they were merely an American document 
for consideration by the Conference when it gaet. The United 
States Government, however, insisted that as a condition of 
receiving a loajij the British Government should express its agree- 
ment with the “Proposals” on all important points and shonid 
pledge itself to support thern at the World Conference “in the 
spirit and in the letter.” A signed declaration to this effect was 
attached to the published text of the “Proposals”; aifQ the British 
Parliament, in endorsing the terms of the loan, consented to this 
declaration, which thus became binding on Great Britain. . 

Airierica (IS Lender 

Before attempting to consider the American “Proposals,” we 
' must go back a litjle and consider the general background of the 
Anaerican economy out of which they came. As we have seen* 
already, the only country vishich at present has the power to make 
large capital loans to the rest of the world is the Unitsd States, , 
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whicH has both immense gold reserves and a capacity to export 
far more goods than are needed to pay for indispensable imports. 
The Uirited States, by lending gold or dollar credits to other 
countries, can enable them to buy in the world market imports 
which they would otherwise be unable to affoixl. To the extent to 
which such purchases are made in the United States, the loans, 
even if made in gold or free foreign exchange, will be converted 
into exports of American goods: to the extent to which they are 
^made elsewhere, the countries from which they are made will 
acquire the loower to purchase American goods. Because of the 
hfevy demand for such goods, the loans will all be represented, in 
the last resort, by American exports, including such gold as does 
not flow back into American bank vaults. American power to 
lend, like British power during the last century, is based on the 
capacity to export more goods than are needed to pay for current 
impoi'ts, 

United States Commercial Policy , 

The Americans can of course, if they wish, instead of lending 
abrorad, buy more goods from other countries. They are, indeed, 
in a position tQ®import more than they export, not only because 
they can use their surplus gold for this purpose, but also because 
they are already creditors, entitled to receive interest and divi- 
dends on existing investments abroad. But American imports are 
restricted both by the high degree of sclf-sxtfficicncy of the Ameri- 
can economy and by the American tarilh which is designed to 
keep out products that would compete with those of American 
firms. The President of the United States has indeed been 
empowered by GSongress to negotiate commercial agreements 
involving a reduction of tariff duties up to a maximum of 
50 per cent.j and this temporary power has recently been re- 
newed for a further period. There is strong opposition to it 
from some ’American inahufactui'ing interests; but American 
pjjiblic opinion, or at any rate progressive opinion, cannot help 
recognising tTiat other countries cannot pay what they owe America, 
either on capital account or in return for current American 
exports, except in goods, and that the high American tariff is 
inconsistent, not only with the expansion of American export 
trade, but also with, the meeting of foreign obligations arising out 
of American investments abroad. No doubt, by lending to 
foreigners on an ever-increasing scale the Anaericans can always 
“balance their international accounts, no matter how big their 
export surplus may be; but this comes iSi effect to going on lending 
. the mono;' to p^y for their exports, and never getting anything 
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back in return, except titles of ownership. In the long run such a 
process is bound to invite repudiation; and, short of that, it 
involves crisis over the whole world? at any moment when for any 
reason Americans stop making the foreign loans "Ihat are needed 
to make the current transactions balance. » 

This is the more serious because of the extreme instability of 
American economic conditions. The will on the part of American 
citizens to lend abroad enough dollars to balance the account , 
may fail either because of a boom in the United States or because 
of a slump. An American boom may appear to offer better promts 
from investment — or speculation — at home than can be expected 
from investment abroad: an American slump may lower the 
willingness to invest either at home or abroad to a very low level. 
But if the American balance of payments is precariously sustained 
by a high level of foreign investment, a sudden withdrawal from 
this field is bound to lead to a crisis, and to deprive other countries 
of the means of paying for imports from the United States. 

That is why the more far-sighted Americans realise the need to 
increase their imports, despite the protests of protected American 
manufacturers, who talk about the necessity of safeguarding the 
American standard of life. It is easy to show that the American 
people cannot really be enriching themselves by sending out 
exports and not receiving imports in return, though of course a 
number of American capitalists may in this way be acquiring 
valuable capital holdings abroad. But it is not so easy to convince 
even American workers that they would benefit by the admission 
of more foreign products. The workers fear the competition of 
products made abroad by cheaper labour; ai^d maybe they are 
right to fear it as long as there is no assurance that American employment 
will be maintained. It is only under a policy which guarantees full 
employment that tlie argument against admitting foreign goods 
made with the aid of cheaper labour loses its forca; and unfor- 
tunately, despite the brave words of a number of American 
Statesmen, the tJnited States seems a long way oif the adoptionof 
a consistent policy of full employment. 

It seems a long way off, because sustained full employment is 
not possible without a large measure of state intervention, includ- 
ing the planning of investment and consumption arid the strict 
control of monopoly practices and of aU forms of profit-seeking 
restriction of output. There are forces in America that are working 
to this end; but there are also very powerful forces on the othta' ^ 
side, including a Jarge sec^on of the Democratic leadership as well 
as the major part of the Republican leadership. Thf return in, 
194.6 of a Republican Congress,, has already iftade it much less 
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likely that the tariff will be effectively reduced, or other pro- 
tective devices really given yp; and the accession to power of a 
completely Republican Administration would very likely mean 
not only a reversal of what. is left of the Roosevelt New Deal in 
home policy ,«• but also a return to higher tarifl's under pressure 
from the manufacturing interests which largely dominate the 
Republican Party. 

America must Lend 

"'This is a perilous outlook both for the American working classes 
and for the rest of the world, andlt makes those who have to shape 
the policies of other countries naturally shy of putting themselves 
more than they must at the mercy of American economic fluctua- 
tions, Yet other countries must have capital for development, if 
they are to escape from the extremes of poverty; and only the 
Americans are in a position to supply this capital on the large 
scale required. It is therefore argued that it is necessary to take 
risks, arising out of the instability of American economic life, and 
to incur obligations to the United States which the vagaries of 
American ecoimmic policy may make it very difficult to meet. 
Great Britain must be prepared to take a certain share in these 
risks, but it is clear that this risk-taking cannot go to the extent of' 
incurring debts to America for money borrowed for re-lending to 
other countries. Great Britain is under the necessity of borrowing 
so much to cover its own import needs that it can by no means 
afford to borrow still more for lending to others. It could not do so, 
even if the Americans were prepared to lend for this purpose. 
Accordingly, the.pAitiericans will need to make their own foreign 
investments directly, and not through Great Britain as inter- ■ 
mediary; and Great Britain will have to rely on geWing a share in 
the orders which will flow out from the countries in which the 
investments arc made. At the best this will mean that Great 
IJiritain will have to supply capital goods to countries which are 
in a positioff to pay for them out of American loans, and will be 
able to use some of the proceeds to pay for British imports from 
thef United States. 

This of course implies that the American lenders will not tie 
their loans, so as to compel the borrowers to spend them on direct 
purchases of American goods. If this were to be done, Great 
Britam, unable to sell to the borrowers, would have to reduce 
*f>urchases from the United States and to take, at whatever dis- 
advantages, to more autarchic econonsic policiss, and to pushing 
British exports, within the linaited possibilities, by similar means. 
The result would be a general spread of bilateralism, to the 



common disadvantage of the whole world. There are American 
exporters who are eager far such a policy, and in fact many 
American commercial loans have befcn tied in this way. Up to the 
present, this, has not greatly mattered, because the demand for 
American goods has been insatiable, within the lirnits set by the 
means of paying for them, and because in fact other countries 
have not had much to sell. If, however, the ‘tying’ of American 
loans is persisted in after there has been a recovery in the export- 
ing capacity of other countries, the effect can only be to conipSl 
these countries to resort to measures that will allow them to pm- 
vent their exports from being pushed out of the markets of the 
world. They will have to resort to bilateral trading arrangements 
as the only way left open to them of paying for the imports which 
they must have in order to feed their peoples and keep their 
industries supplied with necessary materials. The United States 
Government, however, expresses the, strongest hostility to ‘bi- 
lateralism’ in all its forms — except the forms of tied loans which it 
may desire itself to practise. This opposition extends to demand- 
ing from other countries a pledge that they also will abstain frSm 
any sort of bilateralism in their commercial policies. 

‘Mutual Aid’ and 'Discrimination’ 

The clearest declaration of this policy, up to the “Proposals” ot 
1 945, was to be found in Clause VII of the Mutual Aid ^^Wreement 
reached between Great Britain and the United States in February, 
1942. It was there laid down that the conditions of mutual aid 
between the signatories “shall be such as not to burden commerce 
between the two countries, but to promote ^.mutually advan- 
tageous economic relations between them and '*ihe betterment of 
world-wide economic relations.” The clause continues: “To that 
end they shairihclude provision for agreed action by the United 
States and the United fengdom, opqp. to participation by other 
countries of like mind, directed to the expansion, by appropriate 
international and domestic measures, of production, ^^mploymeMt, 
and the exchange and consumption of goods; to the elimination of 
all forms of discriminatory treatment in international commerce 
and the reduction of tariffs and other trade barrier®; and in 
general to the attainment of tire objectives set forth in the 
Atlantic Charter. ” 

There had been, before the appearance of the American “Pro- 
posals” *of 1945, Inuch dispute about the precise meaning to b% 
attached to these Words; pid they or did they not, it was asked, 
rule out either (ij* empire preferences, or (i) bulk purchase agree- 
ments between countries involving an exchange* of godds against ’ 
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goods, or (c) other agreements whereby two or more countries 
might undertake to buy certain quantities or values of one 
another’s products and to optfn credits in one another’s favour for 
this purpose? Were such practices as these to be regarded as ‘dis- 
criminatory,’ ,ttnd therefore condemned? And had the provisions 
of Clause VII any bearing on proposals to lend capital on the con- 
dition that the sums lent, or a part of them, should be spent 
exclusively on the products of the country whence the loan came? 

' These questions wei'c not easy to answer, and different answers 
had been given by spokesmen in the two countries. In Great 
Britain Parliament had been officially told that there was nothing 
to prevent the continuance of imperial preferences, the making of 
bulk purchase agreements, or the maintenance of closer economic 
relations with empire countries than with the rest of the world, 
But it was not clear how far we were entitled to go without 
violating Clause VII. On all these issues the “Proposals” were a 
great deal more explicit than Article VII. They opened,, like 
Article VII, with a preamble relating them to a general frame- 
work of measures needed to maintain “high and stable employ- 
ment^ and pledging each country to “take action designed to 
achieve and maintain full employment within its own jurisdiction, 
through measures appropriate to its political and economic insti- 
tutions”; but from this hopeful but unspecific opening they went 
on to a series of positive jmoposals which opened up very serious 
prospects for other countries. 'Phe first of these set out clauses 
coupling together the “substantial reduction” of tariffs and the 
“elimination” of tariff preferences, which meant that acceptance 
of the “Propos<T,ls” required Great Britain to give up empire 
preferences absolutely, though it did not require the United 
States to give up its tariff, or even to reduce it to„any specified 
extent. Next came a general denunciation of “quotas, embargoes, 
or other quantitative restrictions” — in other words, of iion-tariff 
methods of regulating international trade. Import quotas were 
still to be allowed in connection with agreed schemes of inter- 
national commodity regulation, or for getting rid of temporary 
gluts of agricultural products; but it was laid down, that quotas of 
the latter ffiind must include restrictions on home production as 
well as on imports, and also that all quotas must be “non- 
discrirainatory” — that is to say, must be “allocated fairly, on the 
basis of imports during a previous representative period.” This 
siaeant that quotas imght not be tised for the purpose of increasing 
trade between empire countries, or im the ‘stewing area,’ or in 
Western Europe as a regional gibup, and that no use might be 
'made of them torrelate purchases of imports to the quantities of 


exports from the importing country which the exporting countries 
were prepared to receive in. exchange. The “Proposals” then 
went on to insist that, where the State itself entered into trade, 
through a "state-trading organisation,” all transactions must be 
made on the same “non-discriminatory” basis, an4 to bind such 
organisations to place their orders solely on “commercial” 
principles, without seeking to use their powers to build up any 
reciprocal trading connections with other countries. Thus, it was ^ 
laid down that the State, if it entered into trade, must behave in 
an entirely capitalistic fashion, and must not resort to any measmses 
of international Socialist planning or to any regional trading 
system. 

Next followed restrictions on export subsidies; and then came 
certain exceptions relating to the drug trajffic and the traffic in 
arms, which do not concern us at this point. The “Proposals” 
then went on to rule out any special trading relations between 
metropolitan and colonial territories, and to make an exception, 
under conditions which were left undefined, in favour of abso!^JIte 
'Customs Unions,’ uniting two or more neighbouring coiyitries 
into a single tariff area. The next section proposigd international 
and national action to curb restrictive practices on the part of 
business comlDines; and the next after that dealt with Inter- 
national Commodity Agreements for the regulation of the output 
of and trade in primary products. Finally, there was a series of 
clauses dealing with the constitution of an International Trade 
Organisation within the framework of the United Nations, 
parallel to the other specialised international agencies already set 
up to deal with Relief, Food and Agriculture, Eclucation and 
Monetaiy Regulation. These “Proposals” were Submitted in an 
amended form to the Preparatory International Trade Con- 
ference whiclf met in London in the autumn of 1946; but the 
essential points remained unchanged., 

Theprofessed purpose of the American “Proposals” was of course 
the restoration of a complete system of multilateraA trading, fo 
wltich all the United Nations would be bound by adherence to 
them. Few will deny that multilateralism in trade has gfeat 
advantages, or that it would be a calamity if each country had to 
a,im at a bilateral balance of trade with every other. The assump- 
tion, however, that underlies the advocacy of entirely unregulated 
multilateral trading is that, under that system, each country will 
in practice be abl& to achieve a balance in its trade relations as 
whole, by finding enough purchasers somewhere for its exports to 
pay for the imports which it needs. If this cannot be dgne at the 
existing prices, the multilateralists argue, the reason must be that 
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the prices which a country is charging for its exports are too high. 

A country so placed, they say, should reduce its prices and thus 
capture a larger market. But what is to happen if the demand for 
the country’s exports turns out to be so inelastic that the reduced 
prices do not;, lead to any considerable increase in sales? And, 
again, is a country to be expected to reduce its export prices at the 
cost of cutting wages and producing conditions of internal depress 
sion? It may very well be the case that a country which exports 
■'mainly primary produce may be quite unable to expand its 
nasirkets to any substantial extent by reducing prices; and the 
same thing may be true of a coui>try which exports capital goods, 
especially if it is in competition with another country that is in a 
position to supply such goods on credit, whereas it needs cash to 
pay for current imports. 

It is, of course, obvious that a system of multilateral trading is . 
of advantage to a country such as the United States, with its vast 
financial resources and its system of uncontrolled capitalist enter- 
prise. At least this is obvious up to the point at which ihulth 
latejalism, by ruining less prosperous countries, would begin to 
react' on the tojal market and thus to limit American sales. The 
Americans have a way of assuming that whatever suits them is 
bound to suit everyone else, and is indeed the only proper and 
virtuous course for anyone to follow. This is less evident to 
countries which, unlike the United States, have difficulty in pay- 
ing for the imports which they must have in order to maintain 
their standards of living and keep tlicir peoples employed. Great 
Britain, for example, has within the next few years to find enough 
buyers of British exports (a) to pay for current imports, (b) to I 
meet instalment? due on the Amciican loan, and (c) to begin 
paying off the sterling debt,s to India and to other countries that 
have been accumulated during the war. Gan this lie done unless 
Great Britain is left free tq make special trade bargains that will 
ensure the ability to make direct payment in British products for a < 
sfUbstantial {lart of the imports required? In effect, can Great 
Britain afford to dispense with imperial preference or with close 
trading relations inside the ‘sterling area,’ or with the power to 
make bilateral bargains, or to use state purchasing .schemes as 
instruments for directing purchases to the countries which it is 
easiest to repay? I am not suggesting that all British purchases 
should be, or need be, conducted on these principles; but the 
^freedom so to conduct som« of them, in order to reduce the demand ' 
for dollars, may surely be indispensable if crisis and default are to 
be avoided. ■ 
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Full Employment and Its Relation to World Development 

If the major countries concerned with world trade and invest- 
ment — above all, if both Great Britain and the United States— 
succeed for the future in maintaining full employment and in 
avoiding inflationary booms, the situation will be wsry much less 
difficult than if they fail in this. If full employment is maintained, 
the demand of the United States for imports will be large, even if 
the tariff remains high; and, in the absence of a speculative boom 
at home, Amei’icans will possibly be ready to make abroad, at" 
any rate for a time, enough investment to oflfset their surplus jof 
exports and to cover the sums due to them from the debtor 
countries. In such a situation. Great Britain will be in a good 
position for finding export markets, provided that British indus- 
tries are efficiently run and there is no waste in the merchanting 
processes. Full employment without inflation in the leading 
countries will create a buoyant economic position throughout the 
world; and there will be much less need for any country to protect 
its balance of payments by measures which may be regarded,as 
constituting ‘discrimination.’ But this holds good only as lo,ri§ as 
full employment is maintained evenly, and tendumcies to specu- 
lative boom are kept firmly in check. T?he chances of this happen- 
ing in Great Britain depend on the existence of a strong 
Government, prepared to intervene actively and to deal promptly 
with monopolists and profiteers. They depend on the same factors 
in the United States, with the difference that even the strongest 
Governmeirt will there find itself faced with much stiffer oppo- 
sition, not only from powerful.intcrests hostile to state control in 
any form, but also from the highly speculative^ temperament of 
the whole American investing public. The recent course of 
American politics and the recent trends of public opinion in 
America alike suggest that the current is setting strongly the other 
way. ,, 

British Commercial policy and Overseas Investment * ' ' 

It would be folly, in face of the uncertainties about American 
policy and practice, for Great Britain to accept obligations whj.ch 
might put it quite beyond British power to balance incomings and 
outgoings on international account. There will be no desire in 
Great Britain to press bilateralism an inch further than is neces- 
sary in order to safeguard the power to pay for necessary imports 
and to meet otheir outstanding obligations. But in face of the* 
inevitable difficulty of exporting enough to meet current bills for 
imports qnd gradually to repay the short-term debts accumulated 
during the war — to say nothing of the instalments on the 
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American loan — Great Britain must reserve the power to make 
bulk purchases of necessary imports on mutual trading terms. 
Moreover, if Great Britain is 150 take any considerable part in pro- 
viding capital loans to meet the needs of backward countries, 
especially in colonial empire, power must be retained to ear- 
mark at any rate part of the loans for purchases of British goods. 
Great Britain will not be in a position to dispense with these 
powers; it is simply not practicable, in lace of a strained exchange 
'position, for Great Britain to make sterling loans which the 
borrowers can convert at will into dollars, to be used for buying 
American goods. o 

In other words, however explicitly the British Government may 
have promised to support the American “Proposals” at the 
World Trade Conference which is due to meet in 1947, it will be 
impracticable for Great Britain to carry out the obligations 
involved unless the United States maintains so high a degree of 
prosperity as to keep its demand for impdrts at a veiy high level 
anjl at the same time shows a sustained willingness to lend, in the 
fornt , of long-term foreign investments, any surpluses that may 
accrue to it on;;rading account. Given these conditions, it might 
be practicable to accept the full obligations of multilateral trad- 
ing, over and above those accepted at Bretton Woods in the 
monetary sphere. Unless these conditiotis are fulfilled, the thing 
simply cannot be done, either by Great Britain or by any other 
country which is at all similarly placc;d. An enormous risk has 
tliercfoie been taken in agreeing to acceiit the combined obliga- 
tions without any real guarantee that the Americans will not, 
before long, plunge headlong into another slump, or refuse to 
make untied foreign loans on a sufficient scale to prevent the rest 
of the world running out of dollars. 

.No doubt, many of those who voted in Parliament for accept- 
ance of the conditions attached to the American loan were alive 
to this danger, but relied on its failure to become actual because 
they felt confident that other countries would certainly reject the 
American “Pi’oposals,” even if Great Britain joined with the 
Uiyfod States in pressing for them. This was very likely a correct 
airticipaUon. Indeed, the proceedings at the Preparatory Con- 
ference in London, which considered the American plan in the 
autumn of 1946, made it clear that the “Proposals” were most 
unlikely to be accepted in their original form, and that other 
'■•countries were disposed to insistpn the promise to take measures 
to maintain full employment being regarded much i-nore seriously 
than the pnited States Congress seems disposed to regard it. It is, 
to say the least, most unlikely that the “Proposals” will be accepted 
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at the World Conference in anything like their original form. The 
Dutch and the French will obviously take strong objection to the 
clauses which forbid any sjpecial tiding arrangements between 
metropolitan and colonial territories. The Soviet Union, which 
I'efused to take any part in the preparatory discussions, will 
certainly refuse to accept the proposed restrictions on the policy 
of state trading organisations. There will be opposition to the 
prohibition of export subsidies and to the banning of regional 
trade arrangements that fall short of complete Customs Unions.' 
Moreover, the control of Congress by the Republicans, tradition- 
ally the “tariff party,” makes* it unlikely that the Americans 
themselves will be prepared to lower their tariffs enough to 
induce other countries to make the large concessions which are 
being demanded of them. At the London Preparatory Meeting, 
it was decided that the next step should be a process of separate 
negotiations between the Americans and other countries on 
particular duties; and discussions on these lines are about to open 
in Geneva as I write. In the event, the opposition of o^er 
countries may rescue Great Britain from the necessity of following 
a commercial policy dictated by American interests — a policy 
which it could not implement without serious risk of disaster and 
unavoidable default. 

Even if all goes as well as it can possibly go in these respects, 
Great Britain’s power to make any substantial contribution to the 
development of the backward countries depends, even in the long 
run, on the achievement of a high standard of efficiency in the 
British exporting industries and on better organisation of export 
trade, Unless these are achieved, it will be imjjossible to pay for 
necessary imports — much less to have a surplusTor overseas lend- 
ing. Accordingly, it is indispensable for the British people both to 
tackle the problems of the basic industries — ^fuel and power, trans- 
l^ort, steel manufacture — on which the costs of other industries 
depend— -and also to bring down costs in the manufacturing 
industries which have the best prospects of success in expdlrt 
markets, as well as to cut out every redundant selling cost. The 
overhead costs of marketing British exports have hitherto Ijeen 
for the most part much too high. There have been too many mer- 
chants, placing too snaall orders, and insisting on a diversity of 
specifications which has unnecessarily raised factory costs. There 
will need, also, to be special arrangements for export credits, 
based on the arringements adopted between the wars, but on » 
considerably greater scal% The Export Groups formed for the 
purposes of the export drive of the earlier war years will have to , 
be redeveloped on a permanent footing and brought under proper 
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conti'ol as agents of a planned foreign trade policy; and there will 
have to be a central authority under the Board of Trade to formu- 
late this policy and to co-ordinate the various bodies responsible 
for its detailed execution. 


The Internalional Bank for Reconstruction and Development 
, „ Capital for world development, however, will need to come 

'much more largely from the United States than from Great 
Britain, because the United States is in a much better position to 
^ supply it. This is recognised iff the proposed structure of the 
International Bank which has emerged from the Bretton Woods 
Conference, as the complement to the new International Mone- 
tary Fund. This Bank is, in elSect, the agency through which it is' 
planned to canalise the process of American investment abroad, 
as far as this process is to be canalised at all, It is therefore 
important to scrutinise carefully the conditions which are 
intended to goverm the Bank’s work. 

Tire International Bank for Reconstruction and Development 
has been established with an authorised capital of 10,000,000,000 
dollars, of which at the outset only 2,000,000,000 dollars have to be 
paid up. This capital is made up of national ‘quotas,’ assigned to ; ; 
each participant country, and is payable as to one-tenth in gold 
and the rest in the country’s own currency, except that countries 
devastated or impoverished by enemy occupation need not be 
required to make any payment in gold. The Bank’s capital is to be 
available for making long-tenn capital loans ; but this is to be done , 
only where the jvould-bc borrower cannot get the capital else- 
where on reasonable terms. In otlier words, the Bank is not to be : 
allowed to become the competitor of private financial enterprise, ' 
except where private enterprise seeks to extort what the Bank 
, regards as exorbitant terme. The Bank is, however, authorised not 
only to make loans, subject to this condition, but also to guarantee 
loans made by other agencies; and this is evidently intended to be 
its main method of operation — for loans of two, or even of ten, 
thqusand million dollars would clearly not go far by themselves. 
This power to guarantee loans is hedged in by the condition that 
the loans must be guaranteed in turn by the Government or 
. Central Bank of the country for which the loan is raised; and 
there is again the proviso that the International Banlt shall act 
'^only when it is satisfied that “the borrower ''would be unable 
otherwise to obtain the loan as reasonably,” It is further laid 
. down that “the Bank shall impose no conditions tllat the proceeds 
of a loan shall bft spent in the temtories of any particular member 
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or members.” The Banlc is to make a charge of i or per cent, 
for guaranteeing any loan, and this charge will of course be 
additional to the interest payable tothose who provide the money. 

Will this machinery work? Will the Bank be in a position to help 
poor countries to raise the capital they need at interejst rates which 
they can afford to pay? Obviously, the answer depends in part on 
the level at which interest rates are allowed to settle down in the 
richer countries, and above all in the United States. In the past, 
the backward countries have usually had to pay high rates of^ 
interest on such money as they have borrowed for development, 
and this has been a very deterrent factor because of the burden 
imposed on their public finances. As we have seen, the backward 
countries need cheap capital: they cannot afford to borrow dear, 
even if in the long run the capital would be likely to increase their 
national incomes to a satisfactory extent. Lenders, in view of the 
poverty of the borrowers, have been disposed to exact high rates 
to cover risks of default. The guarantee of the International Bank 
is designed to eliminate this risk, and thereby to facilitate cheaper 
borrowing. But the rates at which the needy countries can borrow 
cannot be less than, and are bound in practice tp be more than, 
the rates obtainable from gilt-edged lending at home; and if the 
home rates are high the rates charged on loans to backward 
countries will be in most cases sheerly prohibitive. It is therefore 
a condition of the Bank’s success that the Governments of the 
lending countries, including above all the United States, shall 
agree to maintain a regime of cheap money for long-term as well 
as for short-term lending. The only alternative will be for the 
Governments themselves to make the loans on specially low 
terms; but this seems to have been ruled out by the provisions 
which forbid the International Bank to compete with private 
financial enterprise. 

Over and above this difficulty, thp new International Bank 
adnoittedly made a bad start. Indeed, up to the beginning of 1947 
it had made in practice no start at all; and there was an evident 
reluctance in American quarters to set it going. This was not 
unconnected with a strong tendency that had developeci^ in 
connection with the ‘tougher’ American foreign policy of 1946 to 
refuse loans to countries of whose political proceedings the United 
States Governnaent did not approve. Not only did the Soviet 
Union fail to get the American loan for which it was asking: loan 
assistance was al 9(3 being refused to countries held to be too much* 
under Soviet influence, or politically too little in compliance with 
American conceptions of democratic rule. * 

All things considered, it would appear unwise to rest large 

• ■ "■ ■ ■' ^ ■" ' 99 ^^ ■ 


hopes on the activities of the International Bank, under the con- 
ditions laid down in the Bretton Woods Agreement. It will be 
necessary to I'esort to much more courageous methods in order to 
achieve at all rapid progress in the industrial and social develop- 
ment of the b^ickward areas — to place capital at their disposal not 
on ordinary commercial terms, but at exceptionally low rates and 
perhaps without' any interest charges at all in the early years, until 
there has been time for the investment to increase the national 
' reveirues, and thus provide the means of payment. There is, how- 
ever, no sign that either the United States or any other country 
that is in a position to lend is yet-ready to follow such a policy of 
world development, or to depart so far from the limited notions 
of traditional international finance. The proposed International 
Bank is no doubt better than nothing; but under the statutes 
approved at Bretton Woods, it could by no means be expected to 
fill the bill, even if its prospects had not been further jeopardised 
by American insistence on conditions of politico-economic 
orthodoxy on the part of countries seeking capital from the United 
Stattjs. 

ft 

Investment Policy in the Backward Countries 

The backwiu'd countries, then, will be forced to rely to a great 
extent on their own resources, and can look for only limited help 
from the ricitcr countries. It follows that it is of the greatest 
importance for iliem not to allow any part of such foreign loans as 
they can get on tolerable terms to be squandered in paying for 
what they are in a position to produce at home. Foreign loans 
should be eannafkcd strictly for paying for goods which have to 
be imported — especially capital goods which can be made eco- 
nomically only in the advanced countries. This“me£ins that a 
large part of development expenditure in the backward countries 
will need to be covered by inteimal loans or by taxation— or, of 
course, by iKtcrnal bank credit, which is itself a land of loan. It 
also means that in many instances simpler methods will have to be 
prcierred, even whci'c a job could in theory be done more cco- 
nornically by more advanced methods requiring heavier external 
finance. That is one reason why, in genei’al, roads arc to be pre- 
ferred to railways for improving internal transport, and why it 
may be better in many cases to encourage relatively simple 
„ establishments for making consumers’ goods fhan to set up great 
modern factories equipped with expensive machinciy firom 
abroad. 

In EurSpe, astwe have seen, reparations deliveries of plant from 
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Germany may be able to contribute a little to the work of recon- 
struction and development; and in Asia it may be possible to 
exact a similar contribution from Japan. But these contributions 
cannot in any event be large in relation to the requirements; and, 
in general, the key factor will be tlie resourcefulness which dountries 
show in mobilising their own man-power for capital tonstruction, 
in much the same way as the Soviet Union performed miracles by 
harnessing its own resources to the task. Clearly, these resources 
of the backward countries can be used much more effectively if ^ 
neighbouring countries act in close collaboration than if each 
country acts alone. For each country can do better if, by poolii% 
with its neighbours, it gets the advantage of specialisation and of 
a larger market for each commodity of which it develops the 
production. 

Investment in Health and Education 

It, is important not to conceive too narrowly the range of 
development projects of which the backward countries stand jn 
need. Health services and education, though they yield no direct 
money returns, are fully as vital for the advancement of the 
irational income as the development of agricultural and industrial 
production by direct means. Moreover, there is a field in which 
the hel]^ that can be rendered by the more advanced countries 
need not be limited by the difficulties of foreign investment in the 
ordinary sense. The backward countries badly need teachers and 
instructors, both in general and in technical education. They 
need skilled supervisory workers for advanced industries and 
services, and scientific advisers in almost every field. They cannot, 
however, afford to pay such persons the salaries which pro- 
fessionals and ^killed technicians from advanced countries are 
accustomed to demand as the reward for expatriation, often to< 
uncongenial and sometimes to unhealthy environments. 

H ■ 

A Task for the New World Economic and SociaTCounal 
There would be very much better hope of organising on toler- 
able terms such technical, health and educational services as the 
backward countries stand in need ofj if the task could be taken, 
over by an international body and if the workers in the service 
could be given the status and the security of an international civil 
service working directly , under the auspices of the new United;^ 
Nations Organisation and its Economic and Social Council. It 
should be one of the functions of the new Organisation to under- 
take on a much larger scale, and for all backwar4,areas,*the kind 
FIHpw 993, 
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of work that was done in a small way through the League of 
Nations Health Organisation. With modern means of air trans- 
port, there should be no diflBculty in giving the members of such; 
an international service frequent spells of leave at home — a factor 
which Would be enough by itself to make the recruitment of good 
men and wbmen very much easier. An international service, 
officially organised, would also for other reasons be recruitable 
more cheaply than is possible when the conditions are set by the 
-i- terms offered by great capitalist concerns; and it is probable that 
a large element of idealism would further aid recruitment as soon 
dS there were signs that the job ^of world development was- really 
being tackled in a workmanlike way. The scheme could be 
expanded, given the right nucleus of full-time officers, by arrange- 
ments for the exchange of teachers and skilled workers for periods ?! 
of service in each other’s countries; and a large plan for university?; 
and technical college scholarships for students from the backward 
countries could be developed in connection with it. All this, how- 
ever, hangs on the condition that the Governments of the 
advanced countries, acting through the Economic and Social 
Couhcil of the new World Organisation, shall really mean busi- 
ness and set o&t on a large-scale attempt to bring the backward 
areas into touch with modern scientific and technical methods, 

Practicality and Idealism 

It is not easy, at this point, to be sure where practicid. common- ■ 
sense leaves off, and impracticable idealism begins. The experi- 
ence of the Soviet Union shows that it is fully possible for a 
country, even with hardly any outside help, to lift itself out of 
backwardness amd illiteracy at an extraordinary rate, though not 
without great difficulties and sufferings in the process. With even 
moderate help, the sufferings should be largely 'avoidable, and 
the difficulties very much less. If to suggest what I have suggested ? 
in this chapter verges .an^here on impracticable idealism, the 
reason doej, not lie in any technical impracticability in what 
I have urged, but solely in political impracticability. If I have 
proposed more than can be done, it is because I have not allowed 
enOugh-^though I have allowed a great deal — for the incapacity 
of mankind to face in common the essential tasks in which they 
have, demonstrably, a common concern. This political aspect of- 
the problems of internationalism and world development will be 
^ discussed further in the next section. In the meantime I set at the 
‘ end of this chapter^ a simple table showing the statistics of life and 
death, where they exist, for the chief countries of the world. 

^ See pp. 994-5. 
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Nothing shows more clearly than, these figures the gulf which 
separates the more advanced from, the more backward com- 
munities; and nothing more clearly demonstrates the need for 
world action to bring the nations closer together in their oppor- 
tunities for health, wealth, and common enjoyment^ of living. . 

Note: This book was finished and in print before the fuel and 
weatlier crisis swept over Great Bi’itain in the early months of, * 
1947. That crisis, in part the outcome of the incredibly incom- 
petent handling of the British <^oal-mines over a long period *6f 
years, and in part due also to defective planning by a Government 
more attentive to long-run than to short-run problems of 
economic policy, was mainly a matter of sheer bad luck. It hit 
Great Britain at a critical moment in its attempts at reconstruc- 
tion, on top of the severe blow to British recovery administered by 
the rise in American prices, which rendered the dollar loa;n quite 
inadequate to meet the combined claims of Great Britain, of the 
British occupation of Germany, and of a foreign policy based On 
taking an undue share in policing the world in the interests of 
American as well as British capitalism. The eflfebt of the crisis, 
whatever its causes, was greatly to weaken Great Britain both 
interzially and as a potential contributor to any concerted policy 
of world economic development, and proportionately to put yet 
more power, for good or evil, into the hands of the United States. 

If I had been writing the foregoing chapters now, after the crisis 
of 1947, I should not have written them very differently; for I 
had already taken large account of the extreme precariousness of 
Great Britain’s international economic situation. I should, how- 
ever, have stressed even more the difficulties of the British 
balance of payhaents, and their effect in making it sheerly impos- 
sible for Great Britain to play any large part in the provision of 
the capital resources needed for the development of the world’s 
backward areas. As matters now stand it is plain tlrg-t, when tte 
American Loan runs out, a further crisis is utterly unavoidable. 

It is simply not on the cards that Great Britain can be able, next 
year or the year after, to balance its international accounts — 
much less to have anything over for helping other countries, or 
even for paying off outstanding debts. Great Britain will be 
found suing again for credit, and doing so under most disadvan- 
tageous political ns well as economic conditions. There will be^ 
many who will urge that the situation leaves only one course 
open — complete acceptance of any terms, political or economic, 
that the United States may choose to enforce upon us* On that ■ 

997 


view, the Loan Agreement of 1945, with its attached conditions, 
will appear in I'etrospect as merely the first step towards the com 
quest of Great Britain by American capitalism. Such a develop- 
ment of affairs will prove quite irreconcilable with the I’etention 
of office "by any Government set on pursuing a socialistic policy, 
however mild its Socialism may be. A satellite Britain, held 
firmly in the clutches of American capitalism, will need a Gov- 
ernment acceptable to its masters — and will, before long, un- 
'•ffioubtedly get such a Government. But a Government acceptable 
to the Americans will be entirely incapable of tackling the basic 
pAblems of the British economy, which calls for thorough plan- 
ning and a drastic enforcement of priorities against the insistence 
of ‘free enterprise’ on following the profit motive whithersoever 
it lead. Accordingly, the arguments set forth in this book for tlie 
strongest possible production drive, for the mutual planning of ; 
international trade on the lines of agreed exchanges with 6ther 
planned economies, and for the building up of the closest possible 
relations both with the rest of Western Europe and with the 
Soviet Union, are immensely reinforced by the severe misfortunes 
whi <51 fell upon Great Britain in the early months of the present 
year.'i 

1 Written in March, 194,7. 
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THE UNITED NATIONS ORGANTS ATION 


The Plan for the United Nations Organisation wa^' 
worked out at the Dumbarton Oaks Conference of October, 1944,"^ 
and was amended and adopted at the San Francisco Gonfefeijce 
of June, 1945. U.N.O, camemtcfbeing with 51 States as members, 
headed by the ‘Big Five’ — the United States, the Soviet Union, 
the United Kingdom, France and China. Of the 51 original 
members, 14, including the Soviet Union and also the Ukraine 
and Byelo-Russia, which are separately represented, are in 
Europe; 22 are in America; 9, including Turkey, are in Asia; 

4 arO' in Africa; and 2, Australia and New Zealand, are in Austral- '• 
asia, As U.N.O. was made up exclusively of States which were} at 
war with the Axis Powers (including those which “climbied on 
the band-wagon” at the last moment), there arC; notable absen- 
tees. In Europe among the countries initially excluded, besides 
Germany, were Italy, Albania, Iceland and Eire, which have all 
applied for admission, Bulgaria, Roumania, Austria, Hungary 
and Finland, and, among neutrals, Sweden, Switzerland and 
Poitugal. Since then Iceland and Sweden have been admitted, 
and Eire, Albania and Portugal rejected. ^ Spain has been ex- 
cluded by definite resolution; and such midgets as Monaco and 
Andoi’ra do not appear to have been considered. In other con- 
tinents, non-members included, besides Japan, the Mongolian 
Republic, Kesrea, Siam, the Yemen, Afghanistan and New- 
foundland. Afghanistan and Siam have since been admitted, and 
the Mongolian Republic refused. Golenial territories, not ranking 
as self-governing States, are not eligible; and only the Ukraine 
and Byelo-Russia, among the Republics of the SoviSt Union, are 
represented separately. Some of the countries mentioned may of 
course have been admitted before these words appear in print: 
the list of countries given on page 1 004 includes "only the 
original members. 

Among the member-States five are given a special position, 
having permanejit seats on the Security Council which is the 
principal executive organ of U.N.O. and is accorded very exten« 
sivc powers. Each of these*five States has, moreover, a practically 
t Up to the end of 194.6. , . 
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unlimited right of veto, which extends to preventing any decision 
from being taken, even on a dispute to which the State concerned 
is a pai'ty. This right of veto has beeji insisted on especially by the 
Soviet Union, which has repeatedly exercised it since the Security 
Council came into actual operation; but the principle of the veto 
also found support, when the Constitution of U.N/O. was under 
discussion, in the United States, because the Americans were 
reluctant to commit themselves to international action which 
might fail to gain the approval of the United States Congress. It , 
is important to bear this in mind, in view of the strong criticism 6i^ 
the veto that has since proceeded from many sources in the United 
States. . ■ * 

U.N.O. and the League of Nations Compared 

The basis of U.N.O. differs from that of the defunct League of 
. Nations above all in the wide powers given to the Security 
Council and in the far-r.eaching recognition of the right of veto. 
In all matters connected with security and the prevention of war 
it is, far more than the League ever was^ a deliberative committee 
of the Great Powers, with no power to act unless agreemcaft can 
be reached among them. The Security Council includes, besides 
the representatives of the ‘Big Five,’ six, members — that is to say, 
a bare majority — chosen by the remaining member States; but 
these other members have no power of veto and are not repre- 
sented on the Military (Chiefs of Staffs) Committee, which is 
primarily responsible for organising the military side of the work 
of the Council. Nor are they, with the exception of Canada, 
represented on the special Atomic Energy Commission which 
was set up early in 1946. 

In all matters of security, U.N.O. stands for a retreat from the 
‘idealism’ of the Covenant of the old League of Nations. As 
against this, greater recognition is given in U.N.O. to the need 
for social and economic collstboration." The League had no regular 
representative organs, except the International Labour Organi^- 
tion, for dealing with economic questions, its Financial and 
Economic Committee being mainly an expert fact-finding body, 
with no power of action. The LL.O.j cut adrift from tha old 
League, of which it was a part, remains in being under a new 
Constitution drawn up at its Philadelphia Conference of 1945. 
and has been accepted, with its tripartite structure, as the instru- 
ment of U.N.O. *in the field of labour legiriation; but its relation 
to U.N.O. has stni to be precisely defined. Sidd by side with ?t 
there now exists the Ecdnomic and Social Council of U.N.O. 
itself, with very wide but so far indefinite functions. Th% Economic. 
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Tiiit United Nations Organisation, 1946 
the orioinae memders 

Tha Btg Five 

I . China, 1, a, 8, 6, 7 , 

2. Fi'ance, 1, a, a, *, o, «, ®, 

3. Soviet Union, a, a, », * », la 

4. Unitetf Kingdom, a, *, *, '*■ 

5. United States of America, 1, a, a, ‘t, a, 0, 7 , 8^ 0^ 10^ ii^ la 


0 lO. 11 


II, Other European Countries 
^ G. Belgium, », *, », «, 

^ 7. Byelo-Riissia 

S. Czechoslovakia, *, a, a 
g. Deninaiit 8 

10. Greece, a, a, », n 

11. Holland, t, * 0 , 8, », U 

19 . Luxcnihurg, *, ® 

13. Norway, 8^ 10^ 11 

14. Poland, 1 , 8, a, 10, U 

15. Ukraine, a 

' 16. Yugoslavia, ®, ®, at 


V, Other American Countries 
99. Argentine, ta 

30. Bolivia, ta 

31. Brazil, 1, a, a, 0^ 10, 11^ lu 

за. Canada, 8, », a, 0^ a, to, 11 

33. Chile, a, a, to, n, « 

34. Colombia, “, a, la 

35. Costa Rica, ta 

зб. Cuba, «, 0 , 18 

37. Dominican Republic, t® 

38. Ecuador, 18 

39. El Salvador, *, n 
Guatemala, 18 
Haiti, B, 18 
Honduras, i® 


40 

41 

49 

43 

44 
4-5 


Nicaragua, i® 
Panama, t® 

46, Paraguay, t® 

47. Peru, a, ", 11, 18 
4O. Uruguay, i" 

49. Venossuela, i® 


VI. Australasian Countries 
30. Australia,^!, *, ** 

New Zealand, b, 7 


5 <- 


III. Other Asiatic Countries 
17. India, ", n 
16. Iraq, b, 0 
ig. Lebanon, " 

20. Persia 

21. Philippines, 7 
29 . Saudi Arabia 
93. Syria 
24. Turkey, a, 0^ 

IV, African Countries 

25 ' Egypt. ", 1® 

96. Ethiopia 
27, Liberia 

r 2R Union of South Africa, A B 

I Member of Security Council. 

8 Member of Atomic Energy Commission. : 
a Member of Social and Economic Council. 

* MembcK‘ of Trusteeship Goimcil. 

B Member of Food and Agriculture Council. 

* Member of U.N.R.R.A. European Council. 

. 7 Member of U,N.R..R.A. Far Eastern Council. , 
a Member of European Goal Oi-gimisation. ; r , 
e- " Member of International Qvil Aviation Council. , 

10 Represented on international Court of Justice. 

II Member of Governing Body of r.L.O; 

1* Membirr of Pan-American Union and Signatory to Act of Ghapultcpec, 
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and Social Council is appointed by, and reports to, the Assembly 
of U.N.O., on which all the member States are represented. There 
is no statutory provision in the U.I^O. Charter for any State to 
have a permanent seat on the Economic and Social Council; but 
in fact all the ‘Big Five’ are represented on it, as they clearly must 
be if it is to stand a chance of success. The Charter leaves it 
unclear how much the E. and S.G. is intended to undertake 
directly, and how far it is to work through other, more specialised 
agencies Which the United Nations may set up for particular 
purposes. It seems to be intended that these other bodies shall"' 
play a very important part; and the E. and S.C. is instructed J:o 
enter into arrangements with tliem, and also with the I.L.O., 
which i? on a rather different footing. 

‘Specialised Agencies' 

The specialised bodies already brought into existence, including 
some which are temporary (U.N.R.R.A.) and some which are 
still only on a provisional basis, include the following: 

United Nations Relief and Rehabilitation Adminisiration 
(U.N.R.R.A.), set up at Washington in November, 1943, for 
purposes of relief and short-term reconstruction in the liberated 
countries and among displaced persons in Europe and the Far 
East. Its operations were later extended to Italy and Austria, 
and also to Ethiopia, Korea and Formosa. It did not deal with 
German relief, except on behalf of displaced persons, or with 
relief in other ex-enemy countries. U.N.R.R.A. was intended 
to finish its .work in Europe by the end of 1946, and in the Far 
East by March, 1947; but in face of the greg£. continuing need 
for its services on account of the food shortage of 1 946, a strong 
plea was mllde'by Mr. La Guardia, its Director, and by many 
others for its continuance beyond these dates, even if the scale of 
its activities had to be cut down. The'refusal of the United States, 
followed by that of other countries, to vote funds for its con- 
tinuance, made its liquidation inevitable, even though no 
alternative agency had been created to fill its place in countries 
still qbviously in urgent need of relief and unable to finance their 
own supplies. U.N.R.R.A.’s work on behalf ofDisplaced Persons 
was in process, in 1947, of being taken over by a special 
organisation set up for this purpose alone. 

International ^Refugee Organisation, approved by the General 
Assembly in December, 1946. • 

United Nations Food Sid Agriculture Organisation (F.A.O.), set 
up as an outcome of the Plot Springs Conference, oS 1943, but. 
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not actunlly instituted until October, 19453 when it held its 
first Conference in Quebec. F.A.O. deals, not with immediate 
i-elief, but with long-term agricultural planning and nutrition 
policies. Its Director is Sir John Boyd Orr, the leading expert 
on quefstions of nutrition. 

UniUd Mitions Educaiiotial, Scientific and GuUural Organisation 
(U.N.E.S.C.O.), set up in London in November, 1945, after a 
preliminary Conference of Allied Ministers of Education: held 
.. earlier in the year. U.N.E.S.O.O. ha.s its headquarters in Paris, 
and its Director is Pi’ofessor Julian Huxley. Its task is to pro- 
mote intcrnation.al collaboratvon in the fields of education, 
science, and culture generally; but its methods of operation 
have not yet been very clearly defined. It succeeds, but on a 
broader basis, to the functions of the old League’s International 
Committee for Intellectual Go-operation. 

Provisional European Coal Organisation, set up in May, 1945, 
as a pi'climinazy step towards a more general European 
Economic Commission under the Economic and Social Council, 
(See page 1 044.) 

Buhspean Central Internal Transport Organisation, set up pro- 
visionally in May, 1945, and reorganised on a broader basis in 
September, 1945, for the co-ordination of transport arrange- : 
ments over a wide area. The member States include France, 
Belgium, Luxemburg, Denmark, Holland, Norway, Czecho- 
slovakia, Yugoslavia, Greece, and the Soviet Union, and also 
Great Britain ;md the United States. (See page 1044.) 

Provisional International Civil Aviation Organisation, set up in 
June, 1945, as an outcome of the Chicago Conference of 1944,, 
It is a purely terclinical and advisory body, and is meant to be 
superseded by a more permanent organisation, which has still 
to be established. 

International Bank for Reconstruction and Development, mt vep as 
an outcome of the Bretton Woods Conference of 1945, with the 
purpose of Riding with the provision of long-term capital for 
large projects of economic development, especially in the more 
backward areas. 

International Monetary Fund, also set up at Bretton Woods, for 
the purpose of international currency stabilisation, the regula- 
tion of monetary relations, and the provision of international 
credit, as distinct from long-term capital. 

^ United Nations Trusteeship Council, set up by '"resolution of the 
United Nations Conference of February, 1946, to replace the 
Mandates Commission of the League of Nations. (Seepage 926.) 

AtomiefEnergy^Commission, set up at the same Conference, with 
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the ‘Big Five’ and Canada as members, “to proceed with all 
despatch to enquire into all aspects of the problems.” This is 
the body to which the United States presented in June, 1946, 
the ‘Baruch Plan’ for international control of atomic energy, 
with international inspection. ■ • 

International Court of Justice, set up as part of PJ.N.O. at the 
San Francisco Conference of 1945 to succeed to the functions of 
the old Plague Court and of the League’s Permanent Court of 
International Justice. 

In addition to these bodies, tlie first Assembly of U.N'.O. 
approved in principle the establishment of a United Nations 
Health Organisation, to succeed to the functions of the Health 
Organisation of the League of Nationsj and the United States 
has proposed the holding as soon as possible of a Conference to 
set up a United Nations Trade Organisation, for which it has put 
forward a complete draft scheme designed to prohibit all forms 
of ‘discrimination’ in international trade and to limit the powers 
of ‘state trading organisations.’ 1 A Preparatory Committed in 
connection with this Organisation met in London in the ajatumn of 
1946, and a Drafting Committee to prepare th?; agenda for the 
full Conference was convened in New York in January 1947, 
Connected with this project is the further proposal to establish a 
number ol Commodity Organisations for the purpose of regulating the 
international trade in, and also the production of, certain key 
commodities, on the model of the International Wheat Agreement of 
1942. An International Wheat Conference met in London in 
March, 1947, and drafted an International Wheat Agreement, 
which is discussed on page 1018. It raises irrpjortant issues for 
Great Britain as well as for the gi'eat producing countries. 

The Economic "'and Social Council 

Evidently, if U.N.O. fails, the failure will not be due to lack of 
machinery for co-operation. It is truirthat the way in which all 
these separate organisations are meant to be welde4 together into 
a single system is still by no means clear. Largely under American 
influence, the method has been that pf bringing a separate body 
into existence for each field in which international cq-opetktion 
seems to be called for, and of leaving over for subsequent con- 
sideration the best ways of delimiting their several spheres of 
activity and of cp-ordmating their efforts. In particular, it is not 
at all clear how tiU the specialised agencies set up in the econonoijc 
and social fields are raegnt to be related to the Economic and 
Social Council of U.N.O.; nor does a study of the Charter drawn 

1 See pp. 983®. , • 
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up at San Francisco do much towards lessening the uncertainties, 
According to the Charter, the Economic and Social Council is to 
“make recommendations forH'he co-ordination of the policies and 
activities of the specialised agencies” (Article 58). It is to “initiate 
negotiations among the States concerned for the creation of any 
new specialised agencies required” (Article 59). It “may enter 
into agreements with any of the agencies, defining the terms on 
which the agency concerned shall be brought into relationship 
-with the United Nations” (Article 63). It “may take appropriate 
steps to obtain regular reports from the specialised agencies,” and 
“may communicate its obscrvg,tions on these reports to the 
General Assembly” (Article 64). It “may, with the approval of 
the General Assembly, perform services at the request ... of 
specialised agencies” (Article 66) j and it “may make arrange- 
ments for I’epresentatives of the specialised agencies to participate, 
without vote, in its deliberations and in those of the commissions 
established by it, and for its representatives to participate in the 
deliberations of the specialised agencies” (Article 70). All this 
dods not explain a great deal; it says only that the task of co- 
ordination is to be tackled in due course by the Economic and 
Social Council, ‘Subject to the control of the Assembly. 

The Future of the LL.O, 

The issues involved are quite important. Take, for example, the 
position of the International Labour Organisation, which is pre- 
sumably meant to I’ank for the future as a ratliei' exceptional type 
of “specialist agency.” I-Iithcrto the LL.O. at its Conferences has 
drawn up its own draft International Coirventions, and has sub- 
mitted these for ratification directly to the member States, which 
have been under an obligation, not necessarily to endorse them, 
but at any rate to submit them to their own law-making agencies 
for consideration. The I.L.Q.’s draft Conventions will continue to 
be submitted in this way, but it has still be to made clear how its 
independence, is to be reconciled with the functions ehtrusted to 
the Economic and Social Council ofU.N.O. Hitherto the LL.O. 
has been par'allel and co-cqual to the League Assembly, and it 
would he^ a great fall in status if it were to become only an 
annex to a constituent committee of the Assembly under the 
new system. The LL.O. has shown throughout its desire to attach 
itself to U.N.O, and to play a part in building up the new organi- 
sjation; but it was for some time cold-shouldered and was not even 
mentioned in the Charter drawn up at §an Francisco. The I.L.O. 
has revised its own constitution so as to detach itself from the 
"dying Lcjfgue of. Nations, and has declared its willingness to 


adjust its structure so as to fit in with the requirements of the 
new system. But it has been given so far no very clear indication of 
what is expected of it. . : . ; 

This is, no doubt, partly because the I.L.O. is unpopular in the 
Soviet Union. When the Soviet Union joined tlae League of 
Nations in 1934, it became automatically a member of the I.L.O.; 
but at no period did it take any active part in its workj and from 
1937 no Soviet delegate attended at all. The expulsion' of the 
Soviet Union from the League in 1939 did not of itself involvg^' 
expulsion from the I.L.O., which was open to States,' such as the 
U.S.A., that did not belong to <the League. But the Soviet Union, 
though never expelled, in effect ceased to count as a member, and 
the Soviet line has been steadily hostile. No I.L.O. Convention 
has ever been ratified by the Soviet Union; and there have been 
many attacks on the Organisation in the Soviet Press, mainly on 
account of its tripartite character, which involves the represerita- 
tion of employers. 

Mention of the I.L.O. in the United Nations Charter m^ight 
therefore have been opposed by the Soviet Union; but i^dpps' not 
appear that there was any pressure to get it mentioned fimm eitlief 
Great Britain or the United States. It was left in a sort of limbo, 
and presumably will remain in its somewhat anomalous position 
till it has become clearer whether the Economic and Social Council 
is to become in practice an important constructive agency in the 
economic field. 

Earlier recognition of the I.L.O. might, no doubt, have streng- 
thened the hands of the newer specialised agencies, such as the 
Food and Agriculture Organisation and U.N.E.S.O.O., in rela- 
tion to the Economic and Social Council. It whuld have made it 
easier for these bodies to claim the right of direct access for their 
proposals to the member States, without having necessarily to go 
roundabout through the Economic g,nd Social Council and the 
United Nations Assembly. As matters stand, their powers in this 
respect reifiain entirely undefined; and it is left uncertain whether 
thejr, or the: Economic and Social Council, are intended to be the 
mam instruments for the policy of close economic collaboration 
which U.N.O. is supposed to have been created to prcvnote. 

The Food and Agriculture Organisation 

Great hopes were set, in particular, on the Food and Agri- 
culture OrganisEftion when it was first set up, with Sir John Boyd 
Grr as Director, The Dirgctor was known to stand for ambitious 
plans to improve the standard of nutrition throughout the world; 
and his proposals seemed at the outset to be warmly w^comed by ' 
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the United States as well as by other gi’eat food-producing 
countries, Broadly, what was proposed was that there should be 
a World Food Board, armed uftth wide powers both to expand the 
total procljuction of food and to stabilise prices at levels fair to both 
the producing; and the consuming interests. This was to be 
achieved through a series of Commodity Councils, acting under 
the World Food Board and representing both importing and ex- 
porting countries. There were to be resources available for buying 
flp and holding surplus stoclcs, which would serve as reserves in 
the^eventof deficient harvests j and this ‘buffer stocks* policy was 
to be internationally financed and '•controlled, and was to include 
provisions for the distribution of food at special prices to neces- 
sitous areas. 

For a time, the Americans seemed to regard these plans with 
favour. But, as, in the course of 1946, the United States swung 
back violently to an uncontrolled economy, the American attitude 
changed, both because they were felt to involve too much state • 
intervention and because it was realised that the main task of 
linanRujg the scheme would necessarily fall on the United States. 
American repudiation of tlie Orr Plan was followed by a rapid cool- 
ing of enthusiasm elsewhere; and the revised scheme which emerged , 
in January 1947 was very dift'erent from what had been originally 
proposed. Instead of an international agency for buying and hold- 
ing bufier stocks, it was proposed that each exporting country 
slionld adopt its own measures for buying and holding off the 
market a part of its output whenever world prices threatened to 
fall unduly low — ^with, of course, corresponding releases from 
stocks in periods of scarcity. The proposal that surpluses should be 
sold to necessitous countries at specially cheap rates was retained, 
but subject to a reseiwation, insisted on by the British delegates, 
that the regular consumers should not be called upon to pay 
higher prices in order to moet the loss on these low-price sales. It 
seemed very doubtful how much would come of the plan in 
it? attenuated'form; and there was a clear tendency in the United 
States to insist on the primary importance of the proposed Inter- 
national Trade Organisation as against the Food and Agriculture 
Organisation as the body to be responsible for special Commodity 
Agreements-— a change which followed on a shift in the balance 
of power from the Department of Agriculture, which had 
fpoured the Orr Plan, to the State Department, with its in- 
ristence on laissez-faire and non-discriminative Arrangements for 
the conduct of international trade.i ifa general, the tendency, 
largely as^a consequence of the changing attitude of the United 
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States, has Keen to restrict the powers and financial resources of 
the ‘specialised agencies,’ without , any offsetting increase in the 
effective functions of the ■Economie^nd Social Council itself. 

The I.M.F. and the LB. [Bretton, Woods) » 

There are, indeed, certain ‘specialised agencies’*in whose case 
no such doubt appears to exist. The International Monetary Fund 
and the International Banlc for Reconstruction and Development, 
established under the Bretton Woods Agreements, do not seernr^gi 
be meant to have any organic relationship to the U.N'.O. 
Assembly or to the Economic ajid Social Council. They are both 
plainly meant to act directly un^er their respective Statutes, with- 
out referring in any way to U.N.O. or needing to co-ordinate their 
policies with those either of the Economic and Social Council or of 
any of the other specialised agencies. The high mysteries of cur- 
rency and banking seem thus to be lifted right out of U.N.O. ’s 
scope, and to be placed in the hands of bodies in whose delibera- 
tions and decisions the leading financial countries, and especially 
the United States, will have the prepomSerant voice. It is a Ihtle 
surprising that nobody at all appears to have directed alS^'iitten- 
tion to this point, or to have raised any claim &n behalf of the 
Economic and Social Council to a voice in the world’s monetary 
affairs. 

Non-member States 

A further important point in connection with the work of the 
Economic and Social Council— and also of the specialised agencies 
' — ^is that nothing seems yet to have been decided, or even con- 
sidered, about their relation to States which are not members of 
U.N.O. Even if ex-enemy countries— to say notSing of ex-neutrals 
— can for the Jime being be left outside the political structure of 
U.N.O. without destroying its effectiveness, the same treatment 
cannot be meted out to these countries in economic matters with- 
out very serious results. If U.N.O, and its agencies are to play a 
real part in planning economic affairs on an interimtional basfs, 
the plans must cover not only Sweden and Switzerland, but also 
Germany, Italy and Japan; and in many matters it will alsp be 
necessary to consult the representatives of colonial territories, 
which are not eligible for membership of U.N.O. In the case of 
the I, LiO. after the first World War, power was given to admit 
countries which vyere not members of the League of Nations; and 
it looks as if befth the Economic and SociaT Gouncil and th* 
specialised agencies would, need this power, in order to be able to 
do satisfactory work. This, however, is made difficult by the fact ^ 
that the Economic and Social Gouncil has been given flie form of ' 
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a committee elected by the Assembly, which of course consists 
entirely of delegates from member States. 

The truth is that none of th<#leading States has yet given much 
attention to the economic and social side of U.N.O. To the extent 
to which they l-^ave considered it, they have done so mainly in con- 
nection with such questions as that of “economic sanctions,” 
which are closely connected with the political side. The Charter 
drawn up at San Francisco was in substance a political Charter, 
■v?ith the prevention of war as its principal objective: the reference.^ 
to international economic collaboration were put in without 
much thought of what they really meant, or how they were to 
be applied. 

‘Regional Arrangements’ 

This is most obviously true in relation to “Regional Arrange- 
ments,” which are dealt with in Chapter VIII of the Charter. 
This Chapter does not once mention economic arrangements, or 
appear to contemplate their existence. Yet almost at the same 
time as, , j :lie Charter was drawn up, the United States was 
establishing, in conjunction with the other States on the American 
continent, an Inter-American Social and Economic Council as a 
‘specialised agency’ of the Pan-American Union, and the Soviet 
Union was getting ready to integrate tlic economic affairs of the 
countries of Eastern and South-eastern Europe closely tvith its 
own. Regional economic arrangements cannot have licen absent 
from the minds of the statesmen who drew up the United Nations 
Charter; but, for reasons of their own, they preferred to stty 
nothing about them. (See, however, Notes on pp. O74 and 10 til.) 

I'hese reasons arc not far to seek. The United States, while 
reserving its right to enter into any arrangements jit may please 
with its neighbours on the American Continent — or indeed else- 
where: witness the economic arrangements recently made with 
the Philippines — is endeavouring to get the rest of the world to 
organise its economic affairs on the principle of “no discrimina- 
tion,” wluch means, in fact, the right of free entjy for American 
capitalism. Its delegates were most unliltely to include in the 
U.N.O. Charter anything that might be interpreted as giving 
encouragement to regional economic arrangements. In the 
parallel United States ‘Proposals on Trade and Employment,’ 
there is a recognition of the right of adjoining countries to enter 
into complete Customs Unions; but’ short oPthis all mutuai 
economic Mrangements arc banned. Jjjor was the Soviet Union 
.likely to v^sh to advertise in the United Nations Charter its far- 
reaching plans for replacing Naai Germany as the controlling 
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power in East. European economic relations. As for Great Britain, 
Its delegates knew very well that nothing suggestive of the main- 
tenance of the ‘sterling area’ or of, empire preference would find 
favour with the United States. Accordingly, the entire problem 
was pas.sed over in silence. 

The Act of Ghapulkpec 

It is, however, a real problem, which will have to be feced when 
and if the Economic and Social Oouncil and the specialis|;fl 
agencie.s get down to serious work. The Act of Ghapultepec, 
signed by the American States^ in November, 1945, incltidcs pro- 
vision for common action among those States on “a constructive 
basis for the social economic development of the Americas 
through the development of natural i'esource.s, industrialisation, 
improvement of transportation, modernisation of agriculture, 
development of power facilities and public works, encouragement 
of investment of private capital, managerial capacity and tech- 
nical skill, and improvement of labour standards and working 
conditions, including collective bargaining, all leading to a rising 
level of living and increased consumption.” The Act furctlfer lays 
down as guiding principles of economic policy fofall the American 
States “equality of access on equal terms to the trade and raw 
materials of the world; elimination of excesses of economic 
nationalism; restriction of private business arrangements obstruct- 
ing international trade; just and equitable treatment of foreign 
enterprises and capital; and the promotion of the .system ot 
private enterprise.” 

It can no doubt be said that there is nothing iii these decisions 
which implias the setting up of any exclusive regional system, and 
that the Americans have carefully phrased the recommendations 
to fit in with their own international policy of no trade dis- 
crimination and the fullest freedom for capitalist enterprise. But 
the fact remains that the American Slates are acting together a.s a 
group and have set up a regional Social and Economic Councilor 
their own, apart Irora U.N.O. U.N.O.’s own Economic and 
Social Oouncil will evidently have to come to some terms with 
tills body, defining mutual relationships; and if the Americans are 
free to have a regional economic body of their ownj' they can 
hardly deny the same right to any other region in which States 
may desire to establish a similar body. 

Politics and Economics in U,M.O, 

It may be held tliaUafl fiiese things that I have been writing 
about so far in tMs dbuipter lure of minor importance, because tlie* 
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real issue about U.N.O. is whether it can or cannot be made to 
work as a political body for the prevention of war. Certainly this 
is the aspect of it on which tjie main stress has been laid in tlie 
Charter drawn up at Dumbarton Oaks ainV revised at San 
Franciscctand in the public discussion of its aflitins. The minds of 
men, including statesmen, have been much more on means of regu- 
lating international political relations than on any projects of 
intei'national economic collaboration. This remains the case, 
dt^spite the fact that the failure of the I.e.ague of Nations has often 
been attributed largely to its almost t;xdu.sively political character 
and to its weakness of equipment jtn the economic side. I feel sure 
that U.N.O. cannot in fact become an dlcctive instrument for 
preventing war unless it becomes ;m dlcctive agency for pro- 
moting and participating in international economic co-operation. 
But that is not what politicians arc thinking about: on the contrary, 
the arrival of atomic energy has had the ellcct, for the time being, 
of concentrating their attention more, than ever on the u.sc of 

U.N.O. as an agency for the pi-evention of w'ar. 

• 

T/ie Saarity Council and the Veto 
It is, of coursfl, in this spirit that so much power has been con- 
centrated in the hands of the Security Council, that the A.ssembly 
has been reduced to a quite subordinate position, and, para- 
doxically, that the veto has been written into the text of the new 
Charter. The idea underlying the veto, at any rate in the minds of 
most of the delegates at San Francisco, was that as any attempt to 
coerce a really great country would mean war, a body designed 
to prevent war laid better eschew anything tliat might involve 
such coercion, and trust to diplomacy rather than to any sort of 
coercive power to keep the Great Powens from going to war one 
with another. The old League of Nations, though its Covenant 
included many reservations, did contemplate in the last resort 
the use of the collective fdrcc of its loyal members against an 
‘aggressor,’ eyen if the aggressor happened to be one of the Great 
Powers belonging to the League. In the Charter of the United 
Nations, all that has been given up. The Security Council alone 
has f)ower to act in matters affecting peace and war : all power of 
action, and even of recommendation, in such matters has been 
denied to the Assembly, And even the Security Council can do 
nothing against the veto of any, one of the Great Powers repre- 
jjsnted on it—even if the vetoing Power is Itself the offender 
against whom action is proposed, b 
At Dumbarton Oaks, where thejirst firaft of the United Nations 
Charter w?is drayifn up, themain difficulty that arose was over the 


‘veto,’ on which the Soviet Union insisted as a condition of 
adhesion to the new organisation. There seems to have been no 
serious difference of opinion aboujl^ the need to give special and 
exclusive authority to the Great Powers, and to concentrate most 
of the authority in the hands of the Security Council, »on which 
these Powers would predominate, to the exciusion of the 
Assembly, which, basecl on the principle of equality between all 
sovereign States, would leave a large prtjponderance of votes in 
the hands of the smaller countries. There was, however, a real 
difference about the claim that any Great Power should be judge 
in its own case; and the Soviet Union took the lead in maintaimng 
this right in an unqualified forin. 

The reasons why the Soviet Union held out for the unqualified 
right of veto are easy enough to understand. They rest on the 
assumption that, if decisions were to be taken by a majority, the 
verdict would usually go against the Soviet claims, and the Soviet 
Union would thus he put legally in the wrong by the judgment of 
a world majority of capitalist powers — or of capitalist Great 
Powers, if the ‘Big Five’ alone were to call the tune. There is, as 
matters .stand, no doubt at all that this view of what wo«M*occur 
is correct. Of the Great Powers, the United States, Great Britain 
and China would ho, on most issues, against the claims that would 
be advanced by the Soviet Union; and France, which might 
endeavour to effect a compromise, would be more likely, in the 
last resort, to be against the Soviet claims than for them at the 
cost of a broach with the other Western Powers. Of the six 
other countries which originally got scats on the Security Council, 
I-Iolland and Australia would be likely to take the same line as 
Great Britain, and Brazil and probably Mexico the same line as 
the United States. Poland would support the Soviet Union. That 
leaves Egypt;%nd the Egyptian view would depend on the course 
of relations between Great Britain and the Arab countries of the 
Middle East. On any showing the SSviet Union’s point of view, 
being that of a Goramunism which is still outlawed in majfiy 
countries and an opposition force in most others, would be most 
unlikely to cawy the day. The Soviet Union, their, if it was to 
participate in the affairs of the Security Council without giving 
up its own point of view, had to secure conditions which would 
protcctit against a majority vote and would ^ive it the right to hold 
out, if need be, against everybody else, in such a way as to 
compel its aitic® either to compromise or to accept the break- 
down of the maclrme.ry of world co-operation. 

Evidently, no such cprlditions would be acceptable unless the 
majority were afraid enough of the consequences of bri»akdown to. 
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be prepared to go a long way towards compromise. If no such 
instrument as U.N.O. existed, and international aflains were dealt 
with exclusively by the oldei’ip'iethods of diplomacy, the nations 
would have to consider, whenever they seriously disagreed about 
something that had to be settled one way or another, whether the 
is.sue was wortli fighting about, or at any rate risking war about, 
or not. The existence of U.N.O. leaves them, despite the formal 
renunciation of war which i.s embodied in tlie Charter, still to face 
tjjis same question in the bust resort; but it leaves them to face it 
only after the matters at issue have been argticd about in the 
presence of rcpresentative.s of a number of countries which may or 
may not be directly concerned, * and after there ha.s been the 
'maxmnnn of opportunity to suggest compromise .solutions. All the 
statesmen of the leading coxtntries regard this situation, des|)ite its 
failure to afford any linal guarantee against war, as greatly 
preferable to the absence of any machinery beyond that of direct 
diplomatic exchanges. In this view tliey are undoubtedly right, 
U.N.O. may be, and is, a poor thing Irom the st andpoint of those 
who are thinking in terms of real world collaboration; but it is 
mucKTJCtter than nothing, because it does compel States to talk 
and talk again id the presence of others before they make up their 
minds to fight. 

Can U.N.O. Succeed? 

Of course, this view would not be generally accepted if any 
Great Power were plotting to nudee war on any other. But in fact 
none is. Only the United States is strr)ng enough to be in a 
position to plot another world war; and American statesmen, 
over and above *tll other considerations, are well aw'arc how 
unpopular any such move would be among their own people. 
There are plenty of Americans who are ready to enfjoy themselves 
abusing the Soviet Union up hill and down dale, 'and not a few 
who talk about the inevitabnity sooner or later of a clash between 
tliie United Spates and the Soviet Union, and about the necessity 
of being prepiu'cd; but there are veiy few who are ready to 
contemplate another world war as a reality to be planned for in 
the dear future, As for the Soviet Union, its leaders are well aware 
that they could not at pr&sent face another war without sheer dis- 
aster; and, whatever they may think about the Ificdihood or even 
the certainty of a dash with capitalist America in tlxe long run, 
■j^ie very last thing they want is to provoke it naw. 

Accordingly, the leaders of the Soviet Union want U.N.O. to 
work, and dare not dlow it to breakf down if it can be made 
to work ow any conditions tliat do not involve interference on the 
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part of othef nations with the development of the Soviet system 
and the extension of its influence among its neighboui-s. But what 
the Soviet leaders cannot face is apy form of collaboration that 
would involve placing their own economy under any kind of con- 
trol by an international organisation predominantly rci<jresenting 
cither capitalism or the kind of political system thia tiicy identify 
with capitalism. They will not face, even in order to get a share in 
the .secrets of atomic production, any system that would lay open 
their own factories to international inspection; for they doubtl^s 
hope before long themselves to master the secrets of atomic 
energy, even if they are not ofiicially revealed, whereas they fear 
that external inspection of their doings would both cxpo.se their 
present ecotromic weakncs.s and make it easier for the United 
States to devise military methods for their overthro\\e ** 

j/U.N.O., therefore, can work only with the veto, and is worth 
working with the veto, rather than not at all. It is another matter 
whether, given the veto, it was necessary to concentrate so much 
power in the hands of the Security Council and to reduce the 
Assembly to so minor a function. In effect, what has happened in 
this re.spect is partly an accident. The original .scheme dismissed at 
Dumbarton Oaks did not include the veto, and ^vas drawn up to 
ensure that the great military power!!, upon which the responsi- 
bility for any action against an ‘aggressor’ would necessarily fall, 
should have the last word. This was regarded as indispensalde, in 
order to secure an effective preponderance of military power on 
the side of U.N.O. if action were called for against a really 
powerful State. It was recognised that, under the conditions of 
modern wav, the smaller States could hardly count at all in a mili- 
taiy sense, except as mere adjuncts to greata- States with the 
necessary resources and equipment. On this ground, it seemed 
reasonable to Eleny them a voting strengtlr which might have con- 
ferred on them the legal right to compel the Great Powers, or 
some of them, to talte action in the name of U.N.O. against their 
own will and judgment. This argument, however ..>cea.sed to lie 
valid as soon as the veto was accepted; for with the veto available, 
such a situation could never arise. No Great Power could ever be 
under a legal obligation to act against its own jrl&gmentf and 
there was accordingly no longer any valid reason against allowing 
the smaller States to declare their opinions, individually or col- 
lectively; m any dispute with which U.N.O. might be called upon 
to deal. However, the draft of the Charter had been made befor.5 
the veto was accepted, arv(^ had been put into shape at Dumbarton 
Oaks while the question of the veto was still in dispute; and 
accordingly the veto got incorporated into a docp,meirt*which had; 
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been drawn up to cover the situation that would have existed if it 
had not been there. 

This is unfortunate, because it prevents the smaller States from 
using the Assembly as fully as they might do to express opinions, 
as disdncft from taking action. It is unavoidable that the power to 
act on cpicstksns of war and peace should be left to the Security 
Council; but there is no valid ground on which tlie Assembly can 
be precluded from making recommendations. In tin; Charter as it 
tiKas finally adopted at San Francisco the Asscanbly is allowed to 
discuss; but it can neither investigate atiy dispute liable to lead to 
war, nor make any recommcnchj.tion almut such a disputti. All 
such action is I'cscu’ved exclu,sively lor the Security Council; and 
there, without qualification, the veto on any dtieision applies, The 
attempts of a number of the smaller States at Sau Francisco to 
secure an enlargement of the Asscm],)ly’s powers were all defeated: 
it has only a quite general and undefined residuary power to make 
‘Tecommendations with respect to the maintenance of inter- 
national peace and security” (Article i 8 ); and tips power 'does 
nof exten d to dealing with actual or threatened disputes. 

Note to PApE 1007: The International Wheat Agreement 
drafted in March, 1947, as a first instalment of the policy of 
stabilising agricultural prices, I'aiscs serious ]3roblems for Great 
Britain, because of the elfcct of higher import prices on the 
heavily overstrained balance of payments. The Agreement is 
based on fixing maximum and minimum price levels for wheat, 
and also export quotas whicli the producing arc:as are allowed to 
exceed only under penalty. There is a provision that surpluses 
may be disposed of by sales at lower prices to 'needy countries'; 
and in this connefction it is laid down that stidi special sales must 
not lead to higher pi-ices than would otherwise l^e charged for 
wheat sold in tlie normal course, Flow this effect is to be pre- 
vented does not appear; anjl there arc misgivings that the Agree- 
ment may still further raise the cost of British wheat imports. 
Nteverthclcssf the objective of more stable agricultural prices Is so 
clearly desirable that Great Britain cannot but hope for 
agrc,ement—fven though unable to sign it as it stands. It is 
touch to, be regretted that the withdrawal of American support 
has wrecked tlie original Orr Plan for the international financing 
and holding of buffer stocks, and has put the obligation to hold 
such stocks on the individual countrie.1 It is also, I think, regret- 
^■able that American pressure is leading to the slibstitution of the 
proposed International Trade Orgaiysation for F.A.O, as the 
body to be given the main responsibility for commodity stabilisa- 
tion scheifies, f s 
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GAN THE UNITED NATIONS WORK 
TOGETI-IER? 

Gan different sooiad and economic systems live side by 
side in the world without war? ,That is the great problem which 
mankind has to solve during the coining generation, or, in failing 
to solve it, plunge into utter disaster. It is already clear that the 
elimination of Fascism as a world power has not solved the 
problem. It was easy enough to see — though all too many .states- 
men failed to understand it in time — that there could be no 
durable compromise between a li’ascism that was essentially 
aggressive, predatory, brutal and military-minded and any 
obstacle that stood in its way to world domination. Fascism ■?vas 
bound either to conquer the entire world or to go dowriTo^ntire 
defeat; for it knew no stopping point short of complete supremacy. 
For this reason, all the great countides that were not prepared to 
accept utter .subordination were bound in the end to join togethW 
for its destruction, whatever their own diflerences might be. If the 
Soviet Union did not join in the struggle at the outset — if its 
leaders seemed even more hostile for a time to those who were 
fighting against Faficism than to’ Fascism itself— this can hardly 
have been because thciy were under any immediate illusion about 
the possibility of living durably at peace Vdth a victorious 
Germany at the head of a vast satellite empire. They held aloof 
rather because'^they were not ready, and preferred the prospect of 
a war against a strengthened Fascism later to one against a 
weaker Faschm at once. They may, ^ over and above this, have 
dwrishtd the hope that the antagonists in the war 1939 would 
wear each other out, so as to leave Fascism not more but less 
fomidable, and their own power heightened by the gains diey 
would be able to malte in the process of the .struggle. I%d France 
held firm, and had the war in the West followed a course broadly 
resembling that of the first World War, the Soviet Union might 
have been able, not Only to consolidate its position in Eastern 
Europe and, by 'pushing its frontiers forv/aref, to remove its key 
■ industrial areas rarther from .the point of first attack, but also 
greatly to extend its influence in Asia, both in the Middle and in 
the Far East. The falling to pieces of the British Empire, which 
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Great Britain would in such a struggle have been hard put to it 
to prevent, would have caused no sorrow in the minds of the 
Soviet leaders, who, if they were^ enemies of the new Fascist 
imperialism, were hardly less hostile to the old capitalist imperial- 
ism of the British, the Dutch, and the French. Of cour.%;, in Asia 
it would have been necessaiy — ^indeed, it actually vms necessary— 
for the Soviet leaders to keep a continuously watchful eye on 
Japan. But whether the Japanese stayed quiet for the time being, 
or joined in and attempted to extend their own empire at the 
expense of the older colonial powers, it seemed clear to the Soviet 
leaders that it was to the interest of the Soviet Union, in Asia as 
well as in Europe, to bide its time, and to stand ready to snatch 
what advantages it could from the troubles and preoccupations of 
the other great powers. 

This calculation, if it was made in the terms just described, was 
partly but not by any means wholly falsified by the course of mili- 
taiy events. The speedy and easy triumph of the German armies 
on the continent of Europe, the collapse of France, and the failure 
of Great Britain to hold even Greece and Crete — to say nothing of 
the bare success in holding Egypt — made it evident thatrihtfNazis 
were bound, unless llirther antagonists joined inqxgainst them, to 
emerge from the war not weaker but greatly strengthened by 
their mastery of most of Europe. The resources of which they dis- 
posed after they had overrun all the continent up to the new 
Soviet frontiers were immense; and although the Battle of Britain 
went against them, it was plain that Great Bi-itain could not for 
long hold out unless it received further help. 

Soviei Su.tpki(ms of Brilisli Policy ^ 

The Soviet Union, however, was no more disposed to join in the 
war against tile Nazis when they seemed to be consolidating their 
power over most of Europe than it had been when hostilities 
began. This was, no doubt, partly becUuse Fascism looked an even 
more dangerous antagonist in 1940 than it had Iqpked in 1939, 
and the Soviet leaders were still playing for time. But it was also 
because they were deeply suspicious of British intentions, even to 
the extent of believing it possible that, if they eirtered the*war, 
Great Britain might come to terms witlx the Nazis and join in, or 
at least cheer on, the attack on the Soviet Union. These "fears wer e 
unfounded, once the Coalition Government had talten over power 
in Great Britain^ but they were not, in view of the British record 
under GhamberMn, without excuse. For it was, alas, perfectly 
true that a large section of British Gonservative opinion had hoped 
to the last tljat Hitler, suffidently appeased m the West, might 
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consent to go East and to attack the Soviet Union instead of the 
Western powers. By 1940, however, all but a small section of 
British Conservative opiiiiop, had come round, however reluc- 
tantly, to the view that there had to be a struggle to the death 
between 9 Great Britain and Nazi Germany, and the party of 
appeasementdiad ceased to exercise any practical influence. This 
did not mean that the British Gonservative.s' disliked the Soviet 
Union any the less. Indeed, many of them clearly still very much 
preferred the Nazis. But even those who had sympathy with 
Nazism as a means of keeping the lower ck-sses in order realised 
the necessity of fighting it in ord;pr to preserve tiuar own wealth 
and privilege and the British Empire, wliich was for many of 
them the .source as well as the symbol of these good things, 
Nevertheless, the idea of joining Great Britain in the war 
against Fascism made no appeal to the Soviet leaders. It was left 
for Hitler, when he had failed in the Battle of Britain, to decide 
that the time had come to swee.p away the Soviet power before 
finishing the British. When the Nazis did attack in the East, there 
were few in Great Britain who anticipated at all correctly the 
strengebrof the Soviet resistance. Most Consemitives were con- 
vinced that thc'"Soviet Union would simply crumble; and irot a 
few Socialists betrayed by their manifest anxiety their doubts of 
Soviet strength. In the terrific struggle that followed, in the course 
of which a great deal of Soviet territory was scorched and a large 
part of the Soviet Union’s newly built industrial equipment was 
destroyed, it was inevitalilc that the Soviet leaders and their .sym- 
pathisers abroad should feel that too little was lieing done to help 
them, and that there were powerful groups in both Great Britain 
and the United Suites — ^svhich entered the war a few months later, 
as an outcome of Pearl Elarbmir -not ill pleased to sit back and 
watch while the Nazis pounded away on the Eassteni Front, or 
more concerned to meet the Japmiese attack on imperialist 
interests in Asia and in the'* Eastern Mediterranean than to help 
the Russians 4:0 beat Hitler in Europe. As far its Great Britain is 
concerned, these suspicions made too little allowance for the tinle 
needed for building a military potential capable of taking the 
ofictisivc on the European continent. The clamour for a Second 
Front was understandable; but it did not make sense at the time 
when it was begun. That, however, does not alter the fact tliat the 
Soviet Union leaders did not feel that they were getting 'whole- 
hearted assistance from the West: nor must we omit the other fact 
that Western opinion was sore because of the Soviet Union’s atti- 
tude up to the very moment when it became, perforce, a com- 
batant. It'was not easy in Great Britain to forget in a moment 
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that the Gomitiunists who were pressing hard for a Second Front 
had only a little while before been doing all they could to hamper 
the war effort against the very Na^zis towards whom they now 
again felt so venomously. 

The^ Somt View of British Foreign Policy ^ 

I recall these llicts, not for the sake of reviving unpleasant 
memories, but because they are directly pertinent to the present 
problems of European policy. In the eyes of the leaders of the 
Soviet Union Great Britain is still a capitalist imperialist povjer, 
trying to hold on to its imperial possessions and lines of communi- 
cation, and to preserve as far as it can its ability to exploit the 
more backward peoples. The offer of independence to India is 
I'cgarded simply as a sign of known weakness: India must be con- 
ciliated to any extent that may be necessary, because it can no 
longer be held down by force. Egypt must be evacuated, because 
it cannot be held; but the means of reoccupying it speedily, if need 
arises, must be preserved. There must be adequate bases inithe 
Near and Midclle East; and the Eastern MediterrancatUmust 
remain a Biitish sea, to be held with American help, in order to 
guard the Suez Canal and the oil from the Middle East. Greece 
must therefore be held, even if this means supporting black 
reaction in order to hold it; and the Soviet Union must be pre- 
vented from acquiring any sort of lodgement in the Medi- 
terranean ;md, if possible, any right of warlike egress from the 
Black Sea. Etirther East, at the least Malaya must be reinstated as 
an important sphere for capitalist exploitation of the native 
peoples; and the Dutch must be helped to retain Indonesia, and 
the French Indo-Ghlna, and the Americans to mtdte China safe 
for a resumption of capitalist ti'ading. 

This is no mere caricature of British foreign policy, even under 
a Labour Govenimcnt. It is mainly a true account. It looks, 
howeveiV very dilferent according to the way it is'put. Mr, Bevin 
would probably argue, if he spoke quite franldy, lhat with the 
Russians playing ‘power politics! he has no dtoice but to jplay 
them too. He would, however, start out from the assumption ftrue 
or not, he certainly believes it to be true) of Great Britain not as a 
tired imperialist exploiter trying to salve as much as possible of its 
ill-gotten gains, but rather as a beneficent world influence maldng 
for peace and dcjuocracy, and prepared to give its subject people 
as much self-government as is good for them, (Granted thS 
assumption, why should %e not do all he can to defend Great 
Britain’s position in the Eastern Mediterranean and© to restore 
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British rule in Borneo and Malaya? And how can he help being 
angry when the Soviet statesmen, instead of recognising his right 
to behave in thi.s way, do cvejything they can to nnilce things awk- 
ward for him, though, in his view, they are themselves following a 
much more aggressively imperialist policy in Eastern Europe? 

Tlie Soviet-statesmen can by no means follow this logic. I'o 
their minds, what they arc doing in Eastern Europe is utterly 
different from what Gi'eat Britain is doing in the Middle Ea.st, or in 
Greece. Their policy is not imperialism, which is an evil mani- 
lestation of capitalism: it is quite another thing -“the extension of 
the world Socialist licvolution to^more of the suflering pedples of 
Europe, or at all events a step in this direction. It is axiomatic for 
the Soviet leadens that their revolution, the Revolution which 
Marx foresaw, is destined in due course to cover the whole earth, 
and that it is their mission to help its spread. Their quarrel with 
Trotsky was not that he believed in the world revolution, whereas 
they did not; it was about .strategy, and not almut Objectives. 
I'hey arc accfjrdingiy well assured of their own righteousness in 
forwarding tlie cause of social revolution wherever they can do so 
withdlrt-jeopardising their own power; and they are equally 
assured of being"right in putting a s]>oke in Great Britain’s wheel 
where they can, because Great Britain stands in the way of their 
revolution both in Europe and in the colonial countries. 

Two Vims of Socklism 

This is as true of tiie Britain of Mr. Attlee, atul Mr. Bevin as of 
the Britain of Mr. ChmT.hill--or ol' Mr. Chamberiahi. For the. 
Socialism which the declared goal of the British Labour Party is 
not revolutionary and is, from the .Soviet standpoint, not Social- 
i,sm at all. It is not merely not based upon, it ftpudiates, the 
Marxian philosophy. In that philosophy, classes are the final 
realities in social dcvclopnlfcnt, and individuals, save in a quite 
.secondary .sense, do not count. The revolution is a matter, not of 
moral appeals to individuals to vote ibr a square deal for every- 
body, but of class power. Its succcss is marked, not by mere 
electoral victory, but by a liquidation of class enemies. The very 
condition^ of the revolution are a denial of the conception of con- 
tinuity, and involve a clean sweep of the old foiins of class power. 
Such a philosophy necessarily miikes for ruthlessness: it is cai*eful 
of the type, but quite careless ofthe single life. To tliose who hold 
It, the behaviour of the British Labour Government and the men- 
tality of most of that Government’s sftpportcrs arc alike unin- 
" telligible save on the assumption of treason, or hypocrisy, or, at 
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best, self-dec<!ption. It is inconceivable to them that a real 
Socialist should set out, as Mr. Attlee and Mr. Bevin have 
obviously done, from the belief that in general the personnel of 
the Foreign Office, the diplomatic Service, and the higher civil 
seivice are decent chaps, who will serve perfectly well to carry 
out Socialist policies, though they have grown up as the execu- 
tants of capitalist and imperialist policies. 

Let me say tit once that, on this last point, I feel their suspicions 
to be justified, I, no more than they, can believe that the people 
whom the Britisli Labour Government keeps appointing to higk 
official positions are suitable or tolerable executants of such 
policies as most British Socialist!!! wish to see pursued. I do not, 
however, draw the conclusion that Mr. Bevin is at heart a sup- 
porter of capitalist imperialism or Mr. Attlee a mere puppet in 
the hands of the capitalist class. I do irot draw this conclusion 
because, like them, I do not believe in the world socialist revolu- 
tion as the Russians conceive it, and also because, like them, 
I believe that individuals and not classes are the ultimate moving 
forces in society, as well as the final repositories of value. I do c^re 
if individuals suffer, even if they ai‘c my political oppQoenis or 
belong to an exploiting class: I mind about sufl^ring, whoever 
suffers, except when my heart is blackened by revulsiop against 
some particularly atrocious crime. I do not think that nothing 
matters except the triumph of the proletariat as a class: I think it 
also matter.s very much that, in triumphing, the proletariat should 
take over, instead of trampling upon, what was humanly good in 
the society it is displacing. Nor c£|.n I divide people sharply into 
economic classes of sheep and goats: I see them rather as people, 
for some of whom class allegiance is clear and certain, but for 
others a matter of doubt““for in Great Britain 'at any rate the 
classes are not sharply divided, but much mixed up, and getting 
more and more mixed with the widening of educational oppor- 
tunity and the nanowing of real dificfcnces of income. If I were 
a Russian, I should have a different experience and a different 
social tradition, and should very likely see these •» things with 
different eyes. But I am an Englishman, and I have behind me 
some centuries of not unavailing struggle to malje a socicly in 
which large elements of liberal toleration and decency have come 
. to exist side by side with economic institutions, and with some 
political institutions (such as monarchy), of which I strongly dis- 
apprpvfii What lUannpt do is to will the destruction of good and 
bad affice, unless I ffiat the advance towards sociah 

equality can be made iin BO other way. 
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British Labour in Foreign Affairs ^ , 

This, I think, is the attitude of most British Socialists, including 
the leaders of the British Labour Party. They apply it, not only in 
their home policy of ‘gradualist Sociali.sm,’ but also iti foreign and 
imperial afiairs. For them, the British Empire is not a thing to be 
liquidated by revolution, but a thing to be reformed by the 
speedy extcn.sion of self-government and by the gradiuil trans- 
fonnation of capitalist imperialism into a policy of colonial 
investment designed, instead of exploiting the native peoples, to 
help them to advance to higher standards (d' productivity and 
knowledge. Therefore, iiny attack on the British hhnpire appears 
to them as a wanton iuterlerdlice with their own beneliccnt 
reforming zeal; and they oppose the notion of colonial ‘trustee- 
ship’ to that of colonial revolt which is preached at the camp- 
fires of Marxism. 

The danger in this attitude is, of course, that it can cjisily be 
carried mucli too lar, e.specially when it is conifonted with its rival 
in action. For, if the forces of colonial revolt become strong, the 
exponents of colonial trusteeship find themselves committed to 
supiji-esditg such revolt, and under such cireumsttuices it is not 
easy to carry cw with the process of colonial reform. Nationali.st 
leaders -vyho are being suppressed are not likely to make good col- 
laborators in carrying out gradualist policies of reform, and tlic 
reformers are apt to iind thems(;lves driven into alliance 'with tlie 
more reactionary elements of the native pcoplc.s — tlic element 
most hostile to tlie very refonns which are llie pre.rc.(:|ui.sitcs of 
.success in the gradualist methqd of action. ’I’he Socialist leader 
who repudiate, s tiio method of revolution needs continually to be 
asking himself wjiether he is really and truly moving in the right 
direction, and at a .suHieient pace; and ho can often find the 
answer best by asking who his actual suppoiteiw and who his 
actual opponents have come to be. 

As between Great Britaim and the Soviet, Union, at the present 
stage of world I’clations, there is a slitirp cla,sh of attitude.^ on the 
vvhole issue Sf ‘imperialism,' Where Mi\ Bevin sees Mr. Stalin 
playing ‘power politics,’ Mr. Stalin secs himself liberating more 
peoples Irom the capitalist-iraperialist yoke. Where Mr. StaJin 
sees Mr. 5' Bevin as the upholder of capitalist-imperialise world 
interests, and as potentially a participant in a crusade 8||ainst the 
Soviet Union, Mr. Bevin sees himself as the defender of Western 
democracy and of liberal reformism in tlie colotpal world against 
d totalitarian Communism which threatens all tire social values 
of Western civilisation with eclipse. ■< 

Most uij|fortunately, Mr. Bevin and Mi', Stalin cannot be left to 
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pursue their debate undisturbed. If they could be, it is at any rate 
possible that they would be able, if not to agree, at any rate to 
come to terras on the basis of the element of Socialism that is 
common to both their creeds. There is, however, to every one of 
their discussion.s a third party — the United States' — tg most a 
fourth — France — and to some a chorus — the Unitijd Nations as 
a whole. I.et us considdb first where the United States comes into 
the picture. It is, frankly and energetically, a capitalist country. 
Soj it may be .said, is Great Britain; but whereas Great Britain, 
while practising capitalism, is represented by spoke.smen who*d5 
not believe in it, the United States preaches it in addition to prac- 
tising it, and’ seeks to malcc the whole world, as far as possible, an 
open market for capitalist exploitation. This means that, in case 
after case, Mr. Bevin has found himself in the position of having to 
choose between backing the Americans and backing Mr, Molotov; 
and, nine if not ten times out of ten, he has come down on the 
American side. There are two main reasons for this, even if we 
leave aside for the moment any question of Mr. Molotov being 
unreasonable or unaccommodating in pushing the Soviet policy. 
These reasons arc, first, that Mr. Bevin, in accordance with his 
policy of gradualism, tries to defend British intewists all over the 
worlclj including British capitalist interests which he is not yet in 
a position to discipline or to replace; and secondly, that Mr. 
Bevin holds a conception of political democracy much more 
nearly akin to the Americans’ than' to Mr, Molotov’s. 

The Defence of Brilish Interests « • 

These two points are closely connected, but they may be con- 
sidered separately. On the first, Mr. Bevin, what*;ver his opinions, 
has to do his best to safeguard the living conditions of the British 
people, whose '•representative he is. On this ground, he cannot 
afi'ord to take any action that would seriously weaken Great 
Britain as a world power, as long as the game of power politics is 
still being played. In other words, he has to defend the firiti^ 
Empire, capitalist exploitatioit and all, until there lias been time 
to deal with the exploitation—unless he can rely on the United 
Natiohs Organisation to make an end of power politics, and put 
sometlSiM better in its place. He can, and no doubt shcfUld, limit 
his defeja* ,to what the reduced resources of Great Britain make it 
practicable for 'Mm to maintain without unduly straining British 
man-pdwee and ihe British economy* But that is another story: 
the limitation of British feaourccs does not exempt him from th# 
necessity of defending British imperial interests wherever he can. 
I-Ie needs, moreover, to defend these mterests on two fr onto — against 


American business penetration as well as against revolutionary 
impulses aided by Soviet propaganda. And, over and above this, 
he dare not give cause of serious offence to the Amcrican.s, 
because Great Britain, placed by the strain of war in a very 
serious economic plight, cannot easily do without American lielp. 

This is an c*ceedingly awkward situation; and no one but a fool 
will say conlidently that he would do better were he in Mr. Bevin’s 
place. Mr. Bevin cannot possibly like the ;|)oIicy which he has been 
led into following in Greece; nor do I think he can be pleased at 
ihiding himself again and again ranged on the American .side 
against the Soviet Union. But he may fairly ask what else he is 
to do, as long as the Soviet leadeivs persist in regarding liim as a 
representative of capitalist imperialism, and caintinually pick on 
Gi'cat Britain as the weaker party in what they regard as the 
American-British partnership to defeat the world revolution. 

The Soviet-British Clash in Europe 

Politically, too, Mr. Bevin is awkwardly placed. In common 
with the rest of the British Socialist leaders, he believes in parlia- 
menCary'-democracy, by which he understands a system that 
allows rival parties to appeal to the electorate on equal terms, and 
the electorate to choose by which party or parties it prefers to be 
governed. This conception of democracy differs utterly from that 
of the Soviet leaders, who understand l )y it a systetn based on the 
power of the working class, with a single j)arly or ‘front’ as the 
exponent of working-class doctrine and the director of tlie political 
machine. The Britisli version of*he democratic doctrine leads Mr. 
Bevin to support everywhere the tendencies lliiit appear to him 
most closely to resemble it; and this means that in Eastern Europe 
he upholds the rights of tho.se group.s which have been most 
influenced by VVe.stcrn doctrines. These are the liberal intel- 
lectuals, who in mo.st of the .East European countries have con- 
stituted themselves the leadens of par ties claiming to stand for the 
peasants, but whose claim really to represent the peasant masses is 
often doubtfifl, P'rom the standpoint of Mr. Molotov, these parties 
have no roots, because they have no real class basis. Their ‘Iberal- 
ism’-is, in his view, merely a cloak for their impotence to tackle the 
root problems of class-structure. They are ‘counter-revolutionary,’ 
in the sense that they are not on the side of the class»rc’#olution as 
it is conceived in the Soviet social philosophy. 

What Mr. Bevin seems not to see is that, cycn if his kind of 
aemocracy is abstractly preferable to Mr. Molotov's, because it 
gives more scope for personal freedom? there may be no present 
means of making it work in Eastern Europe, In the West, it exists 
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— as far as ft can be said to exist even in Western Europe — 
as the product of a long evolution under conditions very different 
from those which prevail in the pe|sant countries. It has grown 
out of aristocracy— for the party system as we know it was origin- 
ally an aristocratic institution—as the accompaniment to an 
economic evolution that has raised up first a powerful middle 
class and then in succession stratum upon stratum of the working 
class to shai'e in political power. It is the product of a society 
which has risen in wealth far above the peasant countries and, ip. 
addition to enriching its upper cla.sses, has lifted up a large scetten 
of the working class to standard^ of living and education far absve 
those of poorer countries. It has come to possess democratic 
elements only as these things have transformed it; and of course 
it still falls a long way short of being truly democratic. What Mr. 
Bevin and his colleagues seem not to see is that there are no 
sufficient roots for the working of any similar political system in 
Poland, or in Roumania, or in Greece, and that the attempt to 
support the nominal protagonists of ‘Western democi'acy’ in these 
countries is in lact futile, because even if they were put into ppiVer 
they could not sustain it, and would cither yield again, they did 
between the wars, to shecrly reactionary forces, orbe pushed aside 
by the very Gomniunisra which, in the name of democracy, Mr, 
Bevin is trying to prevent. 

The Americans, even more than Mr. Bevin, try to force the adop- 
tion of multi-party methods on the countries of Eastern Europe; 
buttheirmotivesaremuchmore economic than political. What the 
Americans see clc;arly is that Soviet supremacy in these countries 
is likely to mean the closing of their frontiers to capitalist exploita- 
tion by American business concerns; and in the xamc of capitalist 
enterprise, which they identify with democracy, they clainour for 
‘liberal’ political institutions and protest against Soviet control. 
Thus Mr. Bevin finds himself, in the name of democracy, support- 
ing American capitalist claims againsf the Soviet Union; and this 
confirms Mr, Molotov’s suspicions that the British LaboMr 
Government’s alleged Socialism is only a fayade, behind which 
British capitalist imperialism is still at its old game. ^ 

What :Sh6uid Mr. Bevin do? ’ 

The resulting situation gives rise to serious disquietude among 
British Socialists, who do not for the most part at all like the 
repeated Hnc-up»of America and Great Britain against the Sovie| 
Union. But always, when they challenge Mr. Bevin’s policy, he 
gets away with it by challenging his critics to produce a workable 
alternative— -which, so far, they have usually failed to€o. 
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For it is no answer to Mr. Bevin merely to say that, instead of 
siding with the United States, he ought to be siding with the 
Soviet Union. It is simply ot^t of his power to do tliis, as long as 
the Soviet Union continues to regard the British Empire as a 
vulnerable capitalist-imperialist structure which all good Socialists 
ought to be h-elping to pull down. The great (pustion accordingly 
is whether there is any way of persuading the Soviet leaders to 
take a difl'erent view. 

^I'his is the point at which I join bsue with those left-wing 
politicians wfho think it enough to criticise. Mr. Bevin l)y urging 
him to go to the furtliest possibjp point of eoneiliafiou witli the 
Soviet Union in the hof)c of building n] ) beater relatiojxs. Fully as 
much as these critics, I want to see close and cordial relations 
establislied between Great Britain and tlie Soviet Union; but 
I cannot get away from the unpleasant fact that, as niatters stand, 
such concessions as could be made would l)e more likely to be re- 
garded in Moscow as signs of conscious weakness than as gestures 
of friendship. Moreover, suchaviewwouldpossess, whether we like 
it dr not, a gi-eat deal of plausibility. It is a plain truth that Great 
Britain, iTT relation to the world as a whole and the British Empire 
in particular, h'ls been left by the war in a weak position, with 
commitments that impose a very great .strain on reduced man- 
power and economic resources. It is an urg('nt need for the IMtish 
Government, wherever it possibly can, to l(;ss(m Its overseas 
burde.us, not only because it canuol: spare tlic men lor keeping 
large armies in the field, but also bt;cause_it cannot afibrd the 
expense, in terras of foreign cxclfange, orcqnipping and supplying 
large forces abroad. 

There are only two ways in which Great Britain’s overseas 
cornmitmeuts can be reduced; and both of them depend largely 
on .success in establishing good relations with thc*'Sovie.t Union. 
The first is to go, as British policy has almo.it gone in India, to 
the limit in meeting the dcn!and for self-government in the empire 
countries, with the object of making the native peoples into 
friends and collaborators instead of encraic.*!. I'he other is to arrive 
at a aatisfiictmy adjustment of relations involving the Arab States 
and their neighbouns in the Near and Middle East, and to solve 
thcrewith’the problem of the Eastern Mediterranean and. the route 
through the Suez Canal. Clearly, neither of the, se things can be 
done easily if the Soviet Union is doing its best to obstruct them; 
l^nd the second cannot be done at all without the positive 
collaboration of die Soviet leaders, : 

_ In what, then, are those who urge a policy of extreme concilia- 
tion towaartls the^Soviet Union wro.ng? Simply in leaving out of 


tlieir calculalions the vital point that the Soviet leaders respect 
strength and despise weakness, and that Great Britain, as matters 
stand at present, lacks the strcngtlj which would ensure that a 
policy of conciliation would meet with Moscow’s respect. It has 
undoubtedly been the policy of the Soviet Union up to now to 
keep Western Europe weak and divided, both becatme its divisions 
facilitate the consolidation of Soviet influence in Eastern Europe 
and because a divided West seems to the Soviet leaders less a 
menace to them than a united West which, they fear, migl|t 
.serve as a base for American opci-ations against them. The So’^iet 
leaders are obsessed by tlie feqjr of a new anti-Bolshevik world 
ciatsade, in which imperialist capitalism would mobilise all its 
forces for a renewed onslaught on the Soviet Union. Their desire 
to reduce German heavy industiy to the smaUe.st possible capacity 
has been based, as we saw, mainly on the fear that the Ruhr might 
be turned into an arsenal for arming the West against the East; 
and their intense hostility to every attempt to build up closer 
relations between the countries of Western Europe has rested on 
the same fear. ^ ' 

The more closely Great Britain appears to be colThborating 
with the United States the stronger these fears inlhe minds of the 
Soviet leaders are bound to be. For it is evident that the Soviet 
Union has nothing to fear from Great Britjun, or even from an 
united Western Europe, unless they are acting as satellites of the 
United States and allowing their territories to be used as a 
jumping-off gromid for American forces. The idea of war between 
Western and Eastern Europe — flf war, that is, directed by the 
West European States against the Soviet Union— is merely 
ridiculous. Western Europe would have nothkig to gain, and 
everything to lose, from such a war. If there is any menace to the 
Soviet Union from the West, it is an American, and not a European 
menace; and Western Europe could, be involved in it only as the 
junior partner of the United States. * 

How to Improvi Briiish-Soviet Relations 
Accordingly, the first requisite for better relations between 
Great Britain and the Soviet Union is a sharp dissodatiSn of 
Britdslt from American foreign policy. The first essential step 
towards this is an entire cessation of British support for American 
interfeffences in the politics and economics of the countries of 
Eastern Europe, "and a &esh recognition that these countries mus| 
be left to sliape their pol^cal and economic institutions in close 
relation to those of the Sowt Union, We must stop backing up the 
claims of the Peasant Par ty in Poland, or of the igight-W<ng parties ’ 


in Roumania and Bulgaria. We must stop_ sui^porting the 
American demand for an open door for capitalist exploitation in 
the Danube area. And we ipust reverse our policy in Greece at 
least to the extcirt of sliifting our support from the Royalist to the 
Reptiblkan .side, even if this means in ellect the acceptance of 
a largely Communist Government.'^ 

Secondly, wc must make it plain that, in economic: alFairs, wc 
stand for an international policy based on Socialism and not on 
t],ie American notion of capitalist enterprise, 'liiis is not easy to do, 
in lace of the most regrettable ciconomie commitments into which 
Groat Britain has been forced to enter; Imt we can at any rate say 
plainly that the British signature was given to the American Trade 
Proposals only under sheer duress, and that we shall l)e highly 
gratified if the refusal of other countries to walk into the American 
trap relieves us of obligations under them — obligations which _we 
should never have incurred but for our imperative need of im- 
mediate financial assistance. We can, at the same time, set to work 
to develop, to tlie very fullest extent compatible with our present 
obligations, state trading institutions for the management of our 
import and export trade; and wc can try, through these institutions, 
to build up cl8scr trading relations with the Soviet Union and 
with the countries associated with it. 

The Case for Umiy in Western Europe 
Wc cannot, however, do these things effectively, or escape from 
our present subservience to the United States, unless wc can build 
up much closer political and edonoraic relations with our neigh- 
bours in Western Europe. This means, above all other counti'ics, 
France. It is witlr Ikance, more than with any other country, that. 
Mr, Bevin ought to be doing his level best to make^common cause 
in the discussions of the future of Europe among the Big Four. 
Great Britain alone, and France alone, are both too weak to stand 
*for a cleaiiy defined, independent policy, As long as these two fail 
tff stand together, the inevitable result is that Great Britain is 
driven to act under the tutelage of the United States, and that 
France, tom by internal conflicts, weakly does what it can to play 
the |fart of mediator between the Soviet Union and the American- 
British bloc. Such a position is no more satisfactory for the French 
than it is for us; for It is inconsistent with any tolerable settlement 
in the West— -which is France’s greatest need and desire. If Great 
Britain and France could come to terms, and couM put forward for 
Western Europe a united policy, emp|msising at the same time 
i This was writlcn before the Ansfiricaas 'took over* Grcccej but my view 
- thatBriiainchould itipport the Greek 'I<eft’ remains unshaken, 
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their joint renunciation of interference in the affairs of Eastern 
Europe, the Soviet Union would be confronted with a group that 
it would have to treat with respect |ind could no longer regard as 
a potential instrument of American capitalism for the immediate 
exploitation of the European continent and for an attack on 
Communism at a subscc|uent stage. * 

What would Cheat Britain need to do in oi'der to come to 
cordial terms rvith France, and to rally all Western Europe behind 
their joint leadership? First and foremost, as we have seen alreadyi 
there would have to be a fully agreed policy for dealing with 
Western Germany. The essentials of such a policy have been dut- 
lined in a preceding chapter;^ and the ground need not be gone 
over again. What is relevant here is the attitude of the various 
political parties and more particularly of the Communist Parties 
in tlie West, and above all in France, both on .the question of 
Gemiany and on the wider issue of West European unity, For, 
in Fi'ance particularly, the Communist Party is in a position to 
olfef very powerful opposition, and would certainly do so if it felt 
that the policy presented any danger to the Soviet Uruon. . ’ 

Communism and Socialism in W-'w/rra Europe * 

The Communist Parties of the West have presented, since the 
defeat of the Nai^is, a superficial picture of contradictions. Each 
party takes in relation to its own immediate problems a national 
line of its own. This necessarily results in sharp contradictions. The 
Italian Communists, for example, demanded that Trieste should 
be Italian, while the Yugoslav Communists were crying out for its 
incorporation in Yugoslavia. The German Communists protested 
against any proposal to sever the Ruhr or the Rhineland from the 
rest of Germatjy, whereas the French Communists appeared to 
favour severance, at any rate of certain areas, and to oppose 
German unification. The Soviet Uniqn, as far as can be judged, ^ 
has made ilo attempt to induce the various Communist Parties to' 
harmonise their conflicting national policies—whicl* indeed ha'^e 
served well the purpose of keeping Western Europe fi'om achieving 
any sort of unity. But all the Western Communist Parties Jiave 
echoed Moscow’s objections to any kind of West Europeaji pact, as 
a move directed against the Soviet Union. 

The question of the attitude of the Communist Parties of 
Western Europe is indeed crucial, and raises a vital issue for the 
Socialist .Parties df the West. One possible view is that Communismii 
and Social Democracy aje foi’ces so much at conflict that no 
co-operation, between diem can be even considered in any country ^ 

1 Sec pp, 7 Siff. <» * 


that lies west of the ‘line across Europe’ that divides the Soviet 
from the Western sphere of predomimiut influence. This view is, 
of course, entirely inconsistenf with everything f have been argu- 
ing for in this book. In the first place, it would involve perpetual 
conflict between Goinmunists and Social Democrats in alt the 
countries which lie along the line of division l^ctwecn the two 
I'hiropes; and such conflict, whatever the. fornme.s of the contesting 
parties, would be. entirely inconsistent with good international 
reflations between the Soviet Union and those countries which 
tooTt the Social Democratic side. It i.s not praelicalfle to treat 
Goinmunism as a form of leprosy at honat atul to, eollal)oratc 
cordially with its principal representative in llu^ international 
field. Secondly, this view would lead, ovt-r a large part ofiWestern 
EiUrope itself, and abov(i all in France, to a disastrous division of 
the working-cliiss movement itself, and to a pushing of llie 
Socialist Fartits into an alliance against the- Gommunist,s witli the 
reactionary lorces in their own countries, and prolralily before 
long to the eclipse of Social Democracy as an clfectivc political 
force* British Socialists can easily fail to .sec thi.s because, in Great 
Britiiin, Gommunism is still almost negligible as a polilkal force. 
The Labour Parly can reject the overtures of the Communist 
Party of Great Britain not merely without electoral disadvantage, 
but probaljly with positive electoral gain. The; same, however, is 
not true, industrially, even in Great Brilaiu. At present, tlte Com- 
munists in the 'IVade Unions arc doing their best to help the 
Labour Government’s production drive. If (hey were to change 
their line, for political rcasoiiif, tvnd (o u,se their influence to 
obstruct it and to .stir up strikes and unrest, they arc already 
powerful enough''to do a great deal of liarm. 

Let us agree;, however, that in Great Britain there is no suflicitmt 
inducement for the Labour Party leaders to accept any .sort of 
political alliance with Gomi^iuni.sm, and that the same thing holds 
good for the Scandinavian countric.s. Where else docs it hold 
good? Emphatically not for Prance, and not, I think, for Belgium 
or tiolland either; and certainly not for Italy. As for Germany, 
the situation there is so different that I do not want to cornplicate 
the arginjicnt by considering it at this stage. P’rance is the key 
country t lebus consider l^rance first of all. 

Th$ Political Situation in France * 

«'■■■■ . 

In France, to begin with, the Comipunfat Party is not merely 
not pGlidcally negligible: it is the largest party and commands the 
electoral Backing of the largest section of the working class. I am 


not laying hdavy stress on the fact that in recent French elections 
the Socialists have steadily lost ground, both to the Communists 
and to the. non-Socialist parties; f^r that electoral trend is not 
necessarily irreversible. It is, however, plainly out of the, question, 
for as litr ahead as it is at all profitable to look, for France to be 
won for any sort of Socialism except on the basis «f an alliance 
between the Communist and Socialist Parties. The only alterna- 
tives arc either government by the Socialists in alliance with the 
non-Socialist, mainly Catholic Monument Republicain Populaire 
(M.R.P.)— -a combination which would almost certainly lcad,’‘fbr 
the Socialists, to a further Igss of working-class support-«-or 
government by the M.R.P, "in alliance with the parties of the 
Right, with the; Socialists neither opposing nor supporting out- 
right'—a situation very difficult to" keep up, and again almost 
certain to result in loss of support for the Socialists — or a con- 
tinuance of uneasy coalition government with th^ Socialists, the 
Communists, and the M.R.P. all taking part in it, and with each 
party blaming the others for its defects. 

I know, of course, that at the moment,^ the Communists !ind 
Socialists have not even together a clear majority in ttie French 
Chamber. They have lost the majority they imd? largely because 
of their failure to work effectively together. I know, too, that 
Communists are very difficult to work with, and most difficult of 
all for Socialists who take the. Social Democratic view. Neverthe- 
less, the fact remains that in France, unless Communists and Socia- 
lists can work together, there is no hope o.f' a Socialist solution of 
the political impasse that has existed ever since the liberation, and, 
beyond that, there is gi'ave danger of a reactionary coup d‘Hat 
that would be disastrous for Fi'ench recovei’y, seven if it did not 
involve a still more disastrous civil war. 

It has to be recognised that there can be no victory for the 
French ‘Left’ without the Communists, This has to be recognised, 
not only in E’rance itself, but throughout Western Europe, and 
above all in Great Britain, a vital factor in th<^ international 
situation. If the British Labour Party, or the British Labour 
Government, does anything that will tend to make it harder for 
the French Socialists and the French Communists to act togSther, 
it wilrbc striking a blow at the pro.spects of Socialism, not only in 
France, but also throughout Western Europe. Nay more; if 
British Labour wishes for a Socialist solution of the problem of 
Western Europe» it must shape its international policy along line|i 
which French Communists, as well as French Socialists, can 
reasonably be asked to ac?;ept. 
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The only alternative line for British Labour is to V/ork deliber- 
ately for a non-socialist solution of West European affairs, by en- 
couraging European Socialist to ally themselves with the (mainly 
Catholic) ‘Popular* parties against the Gonununists. I’lierc arc, 
I know, *sorae Socialists so demeutedly hostile to Communism as 
to prefer thi.'i solution, which would of course also be highly 
pleasing to the American State Department, since it would help 
to make Western Euroiie safe for capitalist enterprise as well as a 
bulwark against Communism, To me, at any rate, that seems a 
q*i»te disastrous outcome, I am convinced that, in the not very 
long run, it would utterly wreck the European Socialist Parties 
and drive the major part of the Wfist European workers over to 
Communism even against their wills; and I am no less convinced 
that, perhaps in a rather longer run, it would break the British 
Labour Party at least as seriously as Ramsay MacDonald broke 
it in 1931, anef more irrevocably. 

I am saying all this, tbough I am no Communist and no 
believer in Communism as a satisfactory way of resolving the 
socitxl conflicts of Western Europe. I am saying it, because it seems 
to mb to be the only I'casonable conclusion that can be based on 
the admitted facts. I grant readily that such parties as the M.R.P. 
in France are by no means wholly reactionary. They include 
considerable socially progressive elements — among them many 
who, if they were in Great Britain, would be supporters of the 
Labour Party. These parties, in alliance willi the Socialists, might 
be persuaded to go a considerable way in introducing social 
reforms and even in socialising certain industries. What they 
could not be pensuaded to do would be either to make any direct 
attack on the class-systetn or to follow any international policy at 
serious variance with the anti-Gomnumism of the Roman 
Catholic Church. They could not come to any fcnl or cordial 
international agreement with the Soviet Union, and they would 
be bound, in any matter wnich sharply divided the Soviet Uniaii 
apd the United Statc.H, to take the American side— for the United 
States is now the main political bulwark of Roman Catholicism 
as a woi'ld political force. 

f. 

The Chataes of Socialism in WesUrn Europe 

I am arguing then, that, however things may seem to British 
Socitxlists looking at politics from a merely insular standpoint, the 
chances of Socialism in Westenr Europe depemd on the West 
jSuropcan Socialist and Communist Parities fihdmg a basis, for 
worldng together, I should regard tills as a hopeless and un- 
profitable^viondusion if I thought that the Conanunist Parties of 
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the West would simply take their orders from Moscow, irrespective 
of the views and feelings of their own peoples. But Communist 
Parties in countries where they are iiyot already in power and able 
to control the elections can behave in this way only as long as 
they are merely small minorities, in a position to act solely as 
irritants and nuisances, and not expecting or aimingut responsible 
power. As soon a.s a Western Communist Party gets to be as big, 
or even half as big in relation to other parties, as the French 
Communist Party, it ha.s to consider national opinion and to shage 
it.s policy in accordance with what it believes the main body of die 
working class in its own country,to want, or to be ready to acccjit. 
Only on condition of doing tfiis can it hope to hold its po.sition as 
a leading party making a bid for power. 

There is, I think, plenty of evidence that this fact is recognised 
in Moscow, and that the leaders of the Soviet Unipn are aware of 
the impracticability of attempting to dictate policy to the Com- 
munist Parties of Western Europe. They realise that these parties 
cannot hold or increase their influence unless they can frame their 
own policies in accordance with the prevailing sentiments qf'the 
peoples to whom they have to appeal. What has therefore to be 
considered is the attitude and strategy of these ^jarties, and the 
sentiments which move their large bodies of working-class 
supporters — sentiments to which, as mass-parties, they will be 
bound to adapt their immediate programmes. 

The most obvious thing about the Western Communist Parties is 
that, whatever their underlying philosophy, they are not aiming 
at revolution now. On the contrary, their aim is to prevent 
counter-revolution, or the rc-establishmcnt in power of those 
reactionary forces which, before and after showed plainly 
enough that they preferred Fascism to any form of Socialism. The 
positive programmes put fomard by the Western Communist 
Parties are essentially moderate, a^d are at mo.st points not 
easily distinguishable from the programmes of their Socialist 
rivals, On the basis of these programmes, and of tile need for* a 
common front against the renascent forces of reaction, they ai’e 
crying for unity with the Socialist Parties, sometimes in the form 
of complete fusion of parties, but more often in that of |:lose*elec- 
toral and parliamentary alliance. The Sociali,sts, however, are not 
very ready to take these overtures at their face value — partly 
because they feel that, in a crisisj the Communists would still 
take the side of*the Soviet Union, right or wrong, even again^ 
the national sentiment in their own country, and partl>>| because 
they have not forgotten the past and fear that Communist policy 
may at some future crisis be ‘switched’ again as |brupAy as it was • 


‘switched’ in 1939 and in 1941, if not in response to' ‘orders from 
Moscow,’ at any I'ate as a spontaneous reaction to a change in the 
international policy of the S9vict Union. Moreover, there arc in 
the ranks of every Socialist Party some who haw, so deep a horror 
of Communist ‘totalitarianism’ that tlu;)' would sooner side with 
capitalism or with Catholic reaction against it than contend with 
these forces as its ally. 

To tho.se who take up this last attitude I have nothing to .sayj 
for 1 could not hope to say anything that would convince them. 
But to the other two— nnd much larger— groups among the 
SoeialisLs there is this to be said. JVhen tlu-. situation, is siudx that 
the Communist Party has a really strong hold on a considerable 
section of the working-class, so that there is no practical prospect 
of winning a majority for Socialism except in co-operation with 
it, refusal to co;-operate can only lead to a consolidation of the 
forces of reaction. In the short run, this may mean a succcs.sion of 
weak and ineffective Coalitions incapalile. of taking any con- 
structive stand in either home or foreign aifairs; in the longcr run 
it will either drive the Socialists into collalmrating with the Right 
in res’toriilg capitalism or scpiecze them out between Right and 
Left, and leave ''them as no more than a relic of past wishful 
thinking. 

Socialist Ihcondructum ill the West 

I'here is no l)asi.s for the snoccssful rc(U,mst ruction of the eco- 
nomic and political life of Western Ihirope (;xc‘.ci,>t a form of 
Socialism whidi can be fitted tin to the still living tradition of 
West European culture and social dc!vdo])tncnt . The attempt to 
reconstruct on a inm-sodalist basi.s will lead politically to n feeble 
and unco-operative nationalism and economically to an in- 
creasing subjection of the West Eiiropean economies to American 
capitalist permeation and control. I'he only escape from these 
disasters is in a kind of Socialism that can triutscend national 
lirmtations whliout flouting national sentiment, and is in a posi- 
tion, on a foundation of domestic economic planning, to plan in 
common, for Western Europe as a whole. 

No' such planning, and no such common Socialist policy for 
Western iTurope, is even conceivable on a bjisis of antagonism to 
the Soviet Union, or without the positive partwipation of the 
Communist Parties of the West. The entire hope for Socialism in 
^estem Europe therefore rests on finding meam of making the 
idea of Western unity acceptable to the|e parties, and tlierewith 
of inducing the leaders of me Soviet Union to believe tltat, so far 
from being^ircctjfd against them, it is as nnich in their interest 
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and in that* of Europe as a whole as it is in the interest of the 
Western peoples. 

How can European Socialists s^et about this double task of 
working more cktsely with the Gommunists for a Socialist solution 
of the problem of Western Europe, and of convincing .,the Com- 
munists of the Soviet Union that they are not pUrtting Western 
unity as amove in a capitalist-imperialist strategy directed against 
Soviet influence in the world as a whole? France, we have seen, 
is the key country; and the two essentials arc, first, to establish a 
real efiective working partnership in France bctwecn.the Oafe- 
niunist and Socialist Parties, apd secondly to bind Great Britain 
and France firmly together for the pursuance of closely integrated 
common policies in both home and international affairs. 

The first of these tasks is, of course, a task for Frenchmen to set 
about in, their own way. The second, however;^ is a matter in 
which both peoples have to take a hand; and itls of the greatest 
importance that there shall be the fullest mutual understanding 
between them, and above all an understanding in each country 
of the sentiments which lie behind their at present divergent ifiter- 
national policies. In Great Britain, the Right instinctively favours 
Anglo-American co-operation, which it regards*both as likely to 
act as a brake on Socialist adventures and as a help in combating 
Soviet ou.slaughts on ‘British imperialism’; and the Government 
finds itself compelled to rely on American help both for meeting 
its internal problem of keeping the people fed and supplied and 
for coping with its responsibilities in Western Germany. Even 
apart from this, Soviet Unioft pinpricks at British imperial 
interests have driven the British Government further towards 
common action with the United States; and tW. general effect is 
that we havc^a British Labour Government following a foreign 
policy which wins Conservative applause, but causes an increasing 
amount of uneasiness among the government’s political sup- 
porters. In Europe, Great Britain finds itself driven to aim at a 
policy which will at least reduce the costs of occupying Western 
Germany; and this necessity has led both to the insistence on 
restorinip: German unity as soon as possible and to the actual 
economic unification of the British and American zones, despite 
misgivings on the Left that the effect may be to open the road to a 
restoration of Geman capitalism under the auspices of Amcricah 
big business, and as art outpost of American capitalism in Europe. 

What Most * 

Meanwhile, in France* there ai'e certain attitudes which are 
common to the great majority of the people, fp whoever party’ 
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they belong. First, most Frenchmen want the firmest assurances 
they can possibly get against German re~armaincnt, not merely 
for a few years during which Germany is militarily occupied, but 
also thereafter, when the ari'flics of occupation have been with- 
drawn. Sjscondly, most Frenchmen want a Germany weakened 
economically,, as well as politically, liecausc they do not believe 
that economic .strength is reconciliable with jiolitical harmle.ssness. 
Thirdly, most Frenchmen want to maintain fricndsliip, and if 
po.s.siblc some form of alliance with the Soviet Union, for a,s long 
aiTdierc is any risk at all of Germany becoming again a danger to 
thciu. Fourthly, most Frenchmen are su.spicious of American, and 
of Anglo-American, capitali.st mantriuvres both in ancl outside of 
Europe, and especially in the Near East. They think they were 
‘let clown’ over Syria, and that they arc in proce.ss of being let 
down further by Anglo-American oil interests in Iraq and Arabia. 
Fifthly, many, *if not most, Frcnelimen regard France as the 
natural leader of culture and civilisation (not to mention invest- 
ment) in Eastern Europe, and re.sent their exclusion from this 
‘spliere of iullucncc.’ Sixthly, most Frcnchmeti are nervous about 
the I’reiicli position in North Africa, which they tend to regard 
almost as part off 'ranee, in face of the rise of Arab nationalism. And 
seventhly nearly all Frenchmen are well aware, that their country 
is in no position to face either an intcrnationul or a civil war with- 
out irrcparablii disaster, 

l''he.se are sentiments, widely diffused among Frenchmen, of 
which the French Communist Party, fully as much as the other 
great parties, has to take accouftt. It mu.st shape its policy so as 
not to flout these seutinient.s, or its political influence will speedily 
wane. It must, m*)rcovcr, set out to satisfy them in such a way as 
to give its fl3llowcr.s, and all Frenchmen, the feeling that France 
is playing an independent r6le in European and iif world politics 
and is not allowing it.self to be made the mere satellite of any other 
power. * 

No Exclusive ’Onion in Western JSuropn 

This last point is of vital importance. It is out of the question 
for tlfc French to enter into any sort of writwws West European 
combinatron that would be inconsistent with the maintenance 
of close relations elsewhere. Not only would any such proposal be 
necessarily rejected out of hand by me French Communist Party: 
:i^ would also be rejected by the great majority «f Frenchmen m 
o'ther parties, It would be represented as involving in effect the 
subordination of France to Great Britain as the stronger power; 
-and it wowld most certainly be rejected in such a fashion as to 
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leave the relations between the two countries not better, but worse, 
than before it was made. This is the danger that besets any pro- 
posal for a Franco-British Pact, unless it is clearly put forward as 
thc5 complement to Franco-Soviet a\id to British-Soviet Pacts at 
least as close in their political implications. , 

There i.s, however, nothing in this danger that negd stand in the 
way of West, European unity, provided that the approach is 
rightly made. If it is out of the question for France to tie itself 
more closely in political matters to Great Britain than to the 
Soviet Union, it is quite as much out of the question for Garat 
Britain to tie itself more closely to France than to Australia gnd 
the other independent Doiftimons. Neither France nor Great 
Britain can contemplate an exclusive West European bond. Btit 
there should be no question of any such exclusiveness. What is 
wanted is not a banding together of the West European countries 
against any other country or group, but an agrecnlent, or rather a 
series of agreements, for closer working together in matters in 
which the countries of Western Europe have a close common 
concern. These are, primarily, economic matters, cultural matters 
(including freedom of movement across frontiers),- and* such 
political matters as arise out of the possession common tra- 
ditions in the realms of government and administration. There 
should be nothing to prevent any member of the West European 
group from forming ties elsewhere: indeed, that there should be 
such ties is one of the best assurances against the gi'oup developing 
along the wrong linos. Nothing could help more towards a really 
eircctive Anglo-French Alliance^ as the nucleus of a West Euro- 
pean grouping, than the strengthening and prolongation of the 
Treaty of Alliance between Great Britain and t,hc Soviet Union, 
for which Mr. Stalin seemed to be pressing in his exchanges with 
Mr. Bevin in January, 1947. 

Anglo-French Economic Collaboration » 

One essential aspect of this Anglo-French co-o]^eration is 
closest possible economic association between theAwo countries 
in worMng out their plans for recovery and for industrial re-f 
organisation. In France, the ambitious Monnet Plan, put forward 
at the end of 1946, called for a tremendous national effort to re- 
equip and modernise French industry with the aid of alheav)'’, 
and largely State-controlled, investment programme which was 
bound to put seycre limitations on the consumption of the French 
people untE their productive resources could be adequate!^ 
restored, This plan, It w& dear, could not be fully implemented 
without considerable loans of foreign capital, which (fould come, 
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foi' the most part only from the United States, In'' this respect, 
Great Britain was not in a position to offer .substantial help; but it 
was plainly of the utmost inj|)ortance that the Monnet Plan in 
France and the plan for the allocation of Brit i,sh man-power and 
productive resources that was being worked out: in Great Britain, 
under Mr. HtHiert Morrison’s chairmanshi]), early in 1947, .should 
be as far as possible comphanentary and not conflicting, and 
.should provide for the largest po.s.siblc t'xUiatige.s of goods between 
Great Britain and France. When M. Blum came to Finghind in 
Jarmary, 1947, to discuss the terms of a proposed Franc,0“Briti,sh 
Alliance, this (;conomi<; aspect of J,hc matter was by no means left 
out of account. It is, indccxl, vital; ‘and there is no good reason 
why much more than ha.s been attempted in the; past .should not 
be done to link the British and French (jconomic systems together 
on a complenujiitary basis and to stimulate the development of 
mutual trade. 

I think I have suflicicntly shown, in earlifu' chapter.s, that there 
can be no sound basis for the non-exdusive kind of unity that I 
wailt^to see in Western Europe without an agreed solution of the 
Gcrrnan i 51 'oblem. No Anglo-French agi'ccinent will yield real 
results as long dis Great Britain and France remain seriously at 
loggerheads about the treatment of G('rmany. Nor, for that 
matter, will the existing Franco-Soviet P.ict mean anything 
either, unless France and tlie Soviet Union cati reach agreement 
about the German problem. This, then, is dearly the issue that 
riced,s tackling flust— and it will, I liope, hiive (leen tackled before 
this book reaches the reader’s h.ind.s. A.s 1 ‘ar a.s I can ,scc, there i.s 
only one way iti which it can Ik; tackled s(» as to .secure agreement 
between France, Great Britain, and the S<tviet Union, and there" 
with the assent of a dear preponderance of opinion in all three 
countries. This way I have suggested earlier in '“this book.* It 
involves the oiganisation of Germany within its reduced frontiers 
as a decentrali.sed State, with wide powers of democratic sdf- 
government in eaclt constituent ‘Land’ and with central organs, 
based on the federal principle, otjt of whfeh a new United States of 
Germany can be allowed to grow without much delay. It involves, 
however, the placing of the Ruhr industrial area, or rather of tlw 
‘Land’ containing it, in a special position, under the economic 
control of an International Commission representing tile occupy- 
ing powers, the other neighbouring States most directly ihtere,sted, 
apd Germany itself. This Commission would hav« as its mandate 
the development of the Ruhr’s resources and industries for 
the benefit Of all Europe, as well as the prevention of their use 
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as basis foi’ rearmament. The Commission would own and 
administer the resource.s of the Ruhr as a trustee— in the finst 
instance on behalf of all the interested countries and ultimately 
of the German people. The annexations of Poland and the 
Soviet Union in the East would be recognised (for what, would be 
the practical use of disputing them?). The Saar w^uld be severed 
from Germany and united to France as a separate Republic, much 
as the Grand Duchy of Imxemburg is united to Belgium. There 
might be other minor frontier changes in the We.st, to meet the 
daim.s of Holland and Belgiumj and thei’e would certainly teVe 
to be, for some time, a contiiiyjed occupation of the Rhineland 
and an asspred allocation of coal from the Ruhr, as soon as output 
passed beyond a certain minimum level, in order to satisfy the 
French demand that German industrial recovery shall not be to 
the prejudice of economic development in France itself. 

Surely sxich a settlement ought to meet the F’rench case, and to 
be acceptable to the Soviet Union. And surely the Americans, 
evch if they disliked the public ownership of the Ruhr’s industrial 
resources, would lx; prepared to fall in with it — for they are eager 
to limit the extent <rf their occupational comniitmcnt'S', and they 
have already .stated officially that they do noUobjcct to public 
ownership of industry in Germany, provided tliat it is brought 
about with the agreement of the Germans themselves. This, to be 
sure, does not quite cover the point; for I am treating the question 
of the ownership of the Ruhr’s resources not as a purely German, 
but as an international question. It is, however, not at all likely 
that the Germans woxild dissdht, provided that it was made 
clear that tlie ownership was to revert, in due course, to the 
German people and that the establishment » of the proposed 
International Goraraission carried with it a definite removal of 
the Potsdam, 'restrictions on the permissible level of German 
production.- ^ 

Framo-Britkh Collaboration * 

At the same time as this solution of the problem of Western 
Germany was being offierccl to France by the British Government, 
there would need to be a wider offer of close Franco-BritSh co» 
operation. Great Britain should go to the limit of its’abflity in 
extending temporary credits to France, and should take all 
possible steps to encourage the importation of French goods in 
exchange for tll« Britisli capital goods of which France stands in 
urgent need. Everytliing possible should be done to re»establisn 
and to extend freedom ot movement between Great Britain and 
France, both for tourists and by exchanges ^ of temchers and- 
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students. Closer relations should be built up betwceli the British 
and French 'IVade Union and Co-operative movement.Sj as well as 
between tht; two Parliament^ and the politie;d parties. A grtuit 
effort should be made not merely to settle diUcrenGCJS, but to bring 
into bciirg a c;ommon policy in handling Arab problems and in 
the Mediterrauean as a whole. Great liritain .should give the 
French cordial backing in measnri's tlirta;ted against General 
BranGols misgovernment in Spain. In eff(;ct, even if the idea of 
common citizeinship is not practical enough to be worth reviving, 
the nearest possilde approach shotild bt; made to it in every field. 

If a nucleus of Anglo-French unity could be Ibrinixi, the rest of 
Western Furojx: would be certain to rally round it. 'Fiiere need 
be no formal federation, such as tlie advocates of Federal Union 
have wished to create: indeed, formal union or federation would 
be not only unnecessary, but po.sitivcly disadvantageous lietween 
peoples which have deeply rooted political habits differing greatly 
from country to country. What Witstcrn Kurope needs is not a 
common government, even on a federal Iiasis, blit a comrhon 
poli^ |n handling its relations with the rc.st of the world, and above 
all in finding a friendly modtts vivendi with the Soviet Union and 
the States which* fall within its sphere of inlluenee. 

Note: This Iiook was finished when, in March, 1947, 
U.N.O. Economic and Social Council set u]) special Regional 
Commissions to promote economic collaboration in Europe and 
in the Far East. The functions of the.se bodies were not at all 
clearly defined; and the Soviet delegate sibstained from voting on 
the resolution laying down their term, s of reference, so aa to leave 
it doubtful whether the Soviet Union and its East European 
satellites would c«»opcrat(! in their work. In the case of Europe, 
the Commission was definitely designed tt> cover tlie whole con»' 
tinent, including Germany; but the Soviet delegate objected that 
economic policy in Germipiy was entirely a matter for the 
occupying Powers. It was agreed tiiat the new Commission 
shouH absorl^the temporary Organisations previously set up to 
deal with European coal and internal transport (see p. 1006), as 
well as the Temporary European Committee which had drafted 
the sciicme, The United States and Great Britain were to be 
represented on both the European and tlie Far Eastern Gommia- , 
sion. The area to be covered bv the latter, which is to have its 
headquarters at Shanghai, was left to be settled later; but it was 
4 pfinitely designed to include India, Indonesia, atid Indo-Ghina, 
as well as China and Japan—to the csstc:gi.t to whicli General Mac- 
Artliur would allow Japan to be brought effectively withinits scope. 

■ For the uew A«an Relations Organisation, sec Note on p. 874. 
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CHAPTER ni 


WESTERN EUROPE AND WORLD’ AFFAIRS 

r|~i 

1 HI? CASE AGAINST WAR, as a means of scttlmg..clHfeences 
among men, has always been strong; and to-day it is very iiwa^h 
stronger than it has ever been before, because of the very pro- 
digiousness of the destructive power that science has put into the 
hands of ’the war-makers. The atomic bomb frightened the 
Japanese, who are not given to fright, into instant surrender; and 
it terrifled the victors equally with the vanquished. For the time 
being, the United States holds a practical moribpoly of atomic 
power; for other countries, even where they know most of the 
secrets, cannot at present apply thena. No one, however, supposes 
that this monopoly will last, or that any State strong enou^t to 
aim at playing a part in power politics will be for long without 
atomic weapons, or at any rate without the means of making 
them. What is still unknown is whether they will continue to be 
makcable only on the vast scale employed in producing the first 
examples, or will soon become easy to make on a relatively small 
scale— -perhaps even by a few men, with a simple and cheap 
equipment such as can be easily set up and worked without 
.attracting notice, in any country, , in which private enterprise 
remains the rule. 

The Problem of Atomic Powsr ' 

No one, exchpt lunatics, can wish atomic bombs to become easy 
to make. In the extreme case,, if any private ‘dynamiter’ could 
manufacture one at Imme, the world would be hard put to it to 
avoid becoming a prey to fanatics who would not scruple to null 
civilisation about their ears. Even if the prodS-ction needed 
moderate-sized factories 'and fairly expensive equipment, the 
prospect Would be grim enough; fpr the new weapons, wen if 
they could be denied to ‘private enterprisCj’ would be Within the 
productive capacity of a large number of separate sovereign 
States, and the devising of effective international controls comd 
not be easy. If tjte feat remains forsome time beyond the power of 
any except the largest and most highly equipped industrial 
countries, even that mea’lis that the vety countries most likely to 
be antagonists in any future world war will enter it ivith atomic 


weapons, and with the certainty, whoever wins, of dcinng a terrific 
amount of damage to each othcr--and j)rol)ably to lesser 
countries a,s well — and of anniliilating a {(reat number of people 
on botli sides before the issue is d(,-cidcd. Finally, even if the 
dcvelopn},ent of atomic energy can I)i; and is made cifectivcly an 
international {iionopoly under . the control of a supreme inter- 
national autliority, and that authority thus gets tlie last_word in 
(iverything, 1 k', cause nobody dare stand out against it, there 
remains tiic qwislion: 'What sort of atithority will it be, and for 
wfint purposes and to what (tncls will it exert its power?’ 

Qr . . . can we hope that the po^^ver will lie so great that no one 
in fact will dart; use it at all? Will the slu'cr terror of wgr, with the 
new weapons, be so great as to i)rc.vent war from happeTiing? Will 
it be, in the event, not the. Security Council, or any peace- 
preserving organ of international govcrnnicnt, but sheer terror 
that will induce the great SttUes of the world to keep the peace? 
I have lu;ard this suggestt^d; and I agree that the Jear of unloosing 
forces of sheer destruction is likely to make great States less ready 
to i^'occed to extremes, and more disposed to etsmpromise, when 
they can dfi this without loss of relative stnmgth. But it would be 
utterly unsafe to»r<;ly on this factor to prevent a recurrence of war 
in a world in wltich there is a real conilict of ideologies. 

The Americans themselves, though they Imld at present a 
monopoly of atomic power, are desirous of finding some means of 
controlling it internationally, b<H’ausc! they realise that their 
monopoly will not last.' Even if their imimaisc industrial resources 
give them an assurance of their i^ jilii y to remain the most power- 
fully armed country in die world, witli the greattKst command of 
atomic weapons, rfhey are still tfosirous of international control, 
because they realise that, in default of real international under- 
.standing, the Soviet Union is certain before long td" find out ways 
of producing its own atomic plants, and do not relish the pro.sp£'Ct 
ol’a war which would inevitably lie fought largely with atomic 
blow and coujiter-blow. In a w'orld war ibught on this basis, the 
United States might be certain of having the advantage of 
weapons,' but it is also, because of its high degree of urban 
development, more vulnerable than the Soviet Union—though 
infinitely Ibss vulnerable than Great Britain. For Great Britain at 
any rate it is obviously futile to play the game of atomic anna- 
ment with a view to a future war; for in such a war, however 
much damage we were able to inflict on our encHiies, we should 
alsuredly be vviped out. It follows that it is ho less futile for us to 
plan to enter a future war as allies of either the United States or 
■the Soviet Unionj^for whether we found ourselve.s on the winning 
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or on the loSing side, we should lose — so thoroughly that there 
would be nothing loft erect of the society that we have made for 
ourselves, and are trying to remake. 

Europe’s Need for Peace 

It is so much to our interest — nay, so much a i:jjatter of sheer 
survival~not to become involved in any future war that our 
■weight as a nation is bound to be Hung wholly and fiirally on the 
side of peace. Whoever may abandon U.N.O., wc shall not 
abandon it, as long a.s there is any U.N.O. at all to stick Jyy; 
because peace is our overwheln^ing interest and necessity. Inds^ed, 
lor ns, as people, it is lunniclorth a case of peace at any pnee; 
and implcasing as it is to have to say so, we shall be justified in 
future in abandoning my ideal sooner than go to war, if by doing 
so we can in fact keep out of war. We shall be justified, because no 
national leadership could be justified in condeutning the entire 
people to mass-suicide. One can, for an ideal, be ready to give 
one’s own life: one can even be ready, as citizen or as .statesman, 
to send thousands or millions to their deaths in what is felt to be a 
good enough cause, Not for any cause, I think, can stetesm’an or 
citizen be right in decreeing the unavoidable destruction of the 
entire society to which he belongs. Nor do I think that any 
Governntent could, in practice, act in such a way without being 
swept aside. I'he British people, I believe, will refuse, and will 
rc;fuse rightly, to take part in any future world war. This is not to 
say that they might not be swept into it against their will; but, if 
they were, and were not wipetl'^out before they had a chance of 
doing anything at all, I believe they would use any means in their 
[lower to get out again — ^including the power, ;[vhich the French 
people exercised in 1940, of refusing to fight. 

Can ike U,S,A. or tlie Soviet Union Want War? 

Of the United States, and of the Soviet Union, I make no 
similar assertion. I can quite imagine both of them preferring \^'ar 
to giving' way over what the rulers of either regarded as a vital 
national interest, or a.s a matter of principle. I can imagine this 
beeatlse to neither of them would war mean inevitable annihila- 
tion. It "would mean dreadful damage; but that is not the same 
thing, Either side could enter such a war with the hope of "winning 
and of having enough man-power and resources left to reap the 
fruits of victorji; for clearly the prize of victory would be worlcl- 
domination. At the end of their conflict there would be no po'Wi!?r 
left in the world able to fihallengc the victor, or even to offer any 
effective resistance to anything the victor ordered to done, The. 
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prize is glittering — not because there is much to be" gained from 
ruling the whole world by forccj but rather because there does 
seem a great deal to be gained by having no opposition to fear, 
and by being ii-ee to imposc^^one’s own itlcas and way of life on 
other pcQples as nnich as one chooses so to do. The victor miglit 
not choose ta rulc the whole world; Itut, witiunit lliis, on any 
really crucial issue, his will would be law. 

Accordingly, I do not sec the terror of the atomic bomb as 
sufficient of itself to restrain the potential war-makca’s, or to keep 
tlfoworld at peace. The conllict of ideas belwi;en Aniericim capi- 
talism and Soviet Communism puts too ckxip for them to come 
directly to terras and share world power between them- -unless 
the ideas themselves can become mollified and modified, or even 
transformed, by internal evolution in the two great societies con- 
cerned. The hope of permanent peace rests, not on the creation in 
U.N.O. of a force powerful enough to deter the antagonists from 
ever flying at each other’s throats; it rest.s ratlieiy in the long rim, 
on an internal change in one of the two countries, or in both— - 
a change of .such a nature as to make tlie two countries capable of 
living skid' by side without continual quarrelling about their 
ro.spective attenllrts to shape the conduct of other .societies. 

This does not mean that U.N.O. i.s unimportant, or that it is 
not worth while to make it as cll'cctive as it can be made in 
putting obstacles in the way of war. It is c.s.seiitial to do this; for 
by doing it we may gain for tlie world the indispensable factor-- 
time. It will take time, even at the he.st, for tlie procc.sscs of 
internal change in tiie United Stato.s and in the Soviet Union to 
develop, so ii.s to bring about the compatibility which is the only 
foundation for tiw comity of ntuimis. CJiven time, there Is no good 
reason to despair of this conipatibility coming about. But there is 
no way of farcing the pace. U.N.O.’s task is to stalfolfwar for the 
time, in the iiope tiiat it will not have to face an utterly intract- 
able situation before the c&uditions of the problem have been 
radically alte:t.cd. 

The Changes Meded in Ameiican Sodetj> 

Whkt are the internal changes in American, or in Soviet, 
society, of in both, that would remove the imminent threat of 
war? As a Socialist, I naturally ace need for much greater changes 
in America than in the Soviet Union. The most teiTifying tilting 
about the United States, under its present system ,4s its irresponsi- 
IfUity. It is committed, on principle, to letting its citfoens do 
things, in pursuit of economic aavanfage, that are bound to 
■endanger fcace if, when trouble ensues, diese trouble-makers 
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receive theh’ Government’s support. In home affairs, the 
American people are by now mistrustful enough of Big Business 
to put at any rate some limits to what it dare attempt; but 
American Big Business, in its operations abroad, and above all in 
backward regions, is still entirely without inhibiti^ms. And 
American Governments, in the name of ‘free enteijrrisc,’ are dis- 
posed to back up any line which American Big Business may 
choose to take in its dealings with other peoples. 

The American people is not more ignorant of what is happening 
in the rest of the woi’ld than the people of Great Britain cr^of 
France; and it certainly knows a great deal more about s^-ich 
matters than the people of thS Soviet Union. But that is not saying 
much; and in any case knowledge is not of much use unless it is 
applied in action. In the United States it is not so applied, except 
under the influence of temporary waves of feeling, which ai-e often 
due mainly to the influence of ‘pressure groups.’ There is in 
America no steady popular sentiment about foreign policy; but 
there is a great deal of contempt. This is a dangerous attitude, 
because it renders American policy highly undependable. The 
Americans are very ready to lecture other Govermnents and 
peoples about what they ought to do, but are iiolPequally ready to 
give them any steady help in doing it. No doubt, the United 
States did in the end decide to fight the Nazis; but not until it had 
been practically kicked into doing so. Its instinctive sentiment is 
isolationist, not in the sense of leaving other people alone, but in 
that of refusing to accept the commitmeflts that logically follow 
upon interference. • 

To a certain extent, the,se qualities of American opinion are 
calculated to make it less likely that the United.,^tates will plunge 
the world into a war which the Soviet Union will be anxious for a 
long time to avoid. The American citizen-soldier does not like 
foreign service, or take kindly to the life of other countries. I-Iis 
desire to go home as soon as possible was unmistakable all 
through the later phases of the second World ’^ar and sub- 
sequently in the occupied zone of Germany. A war for the 
American ‘way of life,’ waged in Europe and in the Far East 
against the Soviet Union, would not be popular however un- 
populm* tlie Soviet Union might be in the United States. Never- 
theless, popular or unpopular, it would happen in the end, if- 
these two countries were continually disputing all oyer the world. 
War would be slaved off ap:ain and again by the unwillingness of 
both parties to engage in it; but there would come a time whd!i 
both would refuse to ^ve way, and then war would follow, 
because there would be no force powerful enough ta prevent it,. 
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and both parties would be unable to find any cilternative to 
fighting it out. 

At least, this would be so, ■yinlcss there had been a fundamental 
change in the structure of American— or alternatively of Soviet — 
society. The change in America that would make all the difference 
would be the •'■.aniing of American capitalisru, including the capi- 
talism tliat i.s in the minds of millions of Americans wlio arc not 
capitalists in any oi'dinary sense of the word. I meatt,^ in (dfect, a 
weakening of the speculative temperament that hits hitherto per- 
vaded American society. Ilj economically, tlii^ Americans could 
settle down to the task of stcfidy development of their own 
resources, of lifting up the backward sections of tlicir own people, 
of establishing social security, and of regulating the procc.sses of 
production and distribution with these ends in view, their attitude 
to other peoples would undergo a deep chmige corresponding to 
the change in their management of their internal affains. They 
would liegiu to stand poweifully lor intertiatioual planning, and, 
instead of acting as a disturbing force upon oUicr countries, would 
bccoinc the most powerful iuHuence on the .side: of world stability. 

Gan such a change come about? I have suggcstiyl in a previous 
chaptci'i that it Is most unlikely to come about until the American 
people has l)cen caught by another slump coiuparahle in intensity 
with that of i;he 1936’s. As a sequel to such an (‘spericncc it might 
come very rapidly indeed. I do not prorc.ss t(^ know to what sort of 
new economic .system it wouUl give ri.se, and I feel sure that this 
would be lU'ither ( iommuni.sm d la Rusxf nor SoeialLsm d VAnglaise, 
but sonKJthiug dlirercnt, and yet: iueoriioraring dements akin to 
both. More than this I cannot say; for it is not ibr an Englishman 
to work out tlie sohuion appropriate to the American conditions. 
I see, however, nothing to .sugge.st that the Americans need fail to 
find for thcni.sdve.s a .solution that will reconcile tlie stable enjoy- 
ment of their riduss with what tliey fed to be valuable in the 
American 'way olTife,’ 

The Changes j^eeded in the Soviet Union 

As for the Soviet Union, the internal djatlgc that is needed 
thereMiould present, in it.self, much less difficulty. In the theory of 
Marxism, "the dictatorship of the proletariat has always been 
rcgai’ded as a phenomenon of transition. The proletariat, indeed, 
cannot continue to dictate indefinitely, because its historic mission 
is to abolish itself, by creating the ‘classle,w soci«ty,’ When that 
society has come into being, tliere canjbc no dictatorship In the 
Marxian sense; for such dictatorship is Issentially the action of a 
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class. It: is cteigned to coiitinue as long, and only as long, as there 
remain unresolved elements of the old society to threaten counter- 
revolution if it is relaxed. In proportion to its success in liquidating 
the class-system it is bound to withdib away. As it does so, the need 
for rigid discipline and for the suppression of dissentient opinion 
will wither too, and controversy will be able to rejium as fruitful 
debate without the taint of treason. The democratic freedoms 
which we value in the Western countries will be able to flourish in 
the Soviet Union on the firm foundation of the economic freedom 
which we do not .at pre.scnt possess. In effect, the Soviet Union, */rill 
become an all-round democraqy, with every chance of being yery 
much more thoroughly deAidcratic, in every sense, than any 
country in' the world’s history has ever been. 

This, I know, will be vehemently denied. It will be contended 
that, whatever Marxist theory may prescribe, dictatorship in the 
Soviet Union will not wither away, and that dictaliorship of aclass 
will be replaced, if it has not been already, by that of a cabal. 

I do not believe this view to be correct. I agree that dictatorship 
in the Soviet Union may be expected to maintain itself, in -one 
form or another, as long as the threat of another world war con- 
tinue.s to exist, and that, accordingly, there is little chance of its 
disappearance as long as the United States continues to be the 
world champion of predatory capitalism. But as last as the 
United States changes towards a more stable and equitable social 
system, I fully expect the Soviet Union to change too^ — towards 
a more liberal and lcs.s fear-ridden r^gimS. 

It is the task of the Security Council to hold war off, if it can, 
until these parallel internal changes in the world’s two greatest 
countries can begin to produce their effect in rd,axing the tension 
on the far-flung international front. In this task it can be; greatly 
helped if ther0 is always present a third party, with a supreme 
interest in keeping the peace. There can, in the nature of the case, 
be no third party strong enough to ’’challenge either of the two 
Gi-eat Powers, or to constitute any threat to cither within its o'^n 
frontiers. But a third party, manifestly not dangerous to the 
security of either, can be of no help at all if it plainly becomes a 
satellite of either of the two; for in that event it will merely be 
reckoned in on the one side or the other in estimating the balance 
of forces: nay more, it will most likely become the cockpit in 
which tllcy will fight out tlieir differences. 

Instead of trying to find firesh words to say over a^ain what 
I have said already as well as I can upon this vital ‘third-partf^ 
question, I shall again at ^his point insert a number of paragraphs 
from the pamphlet on Labour's Foreign Policy which I p,ublished in. 
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Api'il, 1946. Nothing that has happened since has modified my 
view that these arc tlie lines on which we in Great Britain must 
work towards a solution of the great problem of world peace, as 
well as towards the rebuilding of our own society on foundations 
consistent with the present plane of world development. 

The Problem of Western Europe 

The imperative need for Socialist unity in We.steni Europe 
seems crystal clear. This is not because West European Socialists 
cherLsh umlntions to join forces with Aiucricati capitalism in 
attfjddng tlu; U.S.S.R. It is beeapse Western Europe presents to 
them problems of its own which they cannot pn.ssibly hope to 
solve except by acting together, and bec’ause tiie chances of 
making Socialism strong and appealing to the peoples in Western 
Europe depend on this unity. Every Sociali,st movement in 
Western Europe would be immensely strtnigthened against the 
forces of reaction in its own country if it could act in the conscious- 
ness of having behind it a united ])olicy, supported by the 
Socialists in other neighbouring countries, Ibr concerted action to 
raise European standards of living and to provide a secure basis 
for a Socialist w.ay of life that would discard what is bad, while 
continuing what is good, in the West European political and 
social tradition. 

Moreover, it is no small element in the ca.se lor West European 
unity, on a Socialist basis, that it would c;nul>kv the nations of 
Western Europe, iii.s'tead of being under the ihuinl ) of the United 
States on account of their divcrg.mcos tmd economic weakness, to 
face the American capitalist pressures on much more equal terms. 
I am not suggcs|hig that the West European Union would be 
directed against the United Statc.s, any more than against the 
Soviet Union. But it would be designed botli to help the peoples 
of Western Europe to develop their own economic resources and 
lessen their dependence on the United Sl'ate.s, and to enable them 
to carry out in common a programtne of ‘liberal Socialism’ which 
would con, serve what is good in their existing cultures while 
adapting their political and social, as well as their economic, 
institutions to the requirements of the modern world. 

The West European Waj) qf Lfe 

Let me try, at this point, to make as clear ffl I can what 1 mean, 
and what I do not mean, by the unity of Western Europe, 
L mean, above all, a pact among the countries of Western Europe 
to maintain the Western way of life, VhEe adapting it to the 
material conditions of living m the twentieth century. This way 


of life, whi<!\h exists in different degrees of development in 
different countries, I regard as involving, as primary, the follow- 
ing things; 

0 

( i) A respect for the individual, as a person with a right to his 
own judgment and his own choice of interests and activities, 
within tire general framework of a state system delsigned to safe- 
guard personal liberty, and not to subordinate the individual to 
the State more than is necessary in order to safeguard the 
liberty and welfere of others. 

(а) Toleration of difference, in both habits and opinions,^up 
to the verjr limit to which sum toleration is consistent with the 
preservafion of the national way of life. 

(3) Free speech, and freedom of writing and of association, 

including freedom to criticise the Government, up to the same 
limit, ” 

(4) The pi-actice of settling policies and programmes by free 
discussion, and of considering the claims of minorities to the 
fullest extent that can be made consistent with the adoption of 
the essentials of the majority view, 

(5) Free elections, so conducted as to give minorities a reason- 
able chance of representation, not necessarily in proportion to 
their numbers, but to the fullest extent that can be squared with 
the need for strong and coherent government. 

(б) Social behaviour which is designed not to carry political 
or religious differences into everyday »life, so as to prevent 
friendly social intercourse between those holding different 
views. 

(7) The pursuit of welfare and social secuj'ity as conscious 
political and economic objectives, on the basis of recognising 
every person’s right to an assured minimum standard of life. 

(8) An educational system designed to give every child a 

chance of becoming a tolerably well-equipped human being, 
capable of active citizenship and of a satisfactorily rounded 
personal and family life. ’’ 

(9) Xicgal safeguards, wherenecessary against the Government, 
for the individual in his enjoyment of the rights accorded him 
under the Jaw in accordance with the foregoing isrinciples. 

(10) A belief in morality, as binding upon States as well as 
on private persons, and as the necessary foundation of sound 
relations between as well as within national communities. 

I redisc, of course, th^ many of these Treedoms’ are in fact 
very imperfectly recognised and safeguarded in the cotyi tries even 


of Western E urope. Nevertheless, I think the West European way 
of life does rest to an appreciable extent on an acxeptance of them, 
s(:rongcst in Nreut Britain and in the ScaiKlinavitin countries, but 
plainly present also in I-IollaiTid, in Belgium, in Switzerland, and 
in France. 1 agree that neither Spain nor Portugal I)elongs at 
Ijresent, in th^s sense, to the comity of Western Europe, and that 
Italy is on the margin, w'ith her capacity to live by the Western 
rule still unproven. On the other hand, Austria, or at any rate 
Vienna, does belong to the West, whereas Greece dearly docs not. 
Wliat I want, tlien, is a unity of the West, ba.s<ul on dose coni- 
miuiity of thouglit and action in accordance witli these; principles, 
above all between Britain, France,' Holland, Belgium, Switzer- 
land, and the Scandinavian conntrie.s, with the door kept open 
for other possible but more doubtful meml)er.s of a Western group. 

What Western Unity Involves 

The principles ju.st stated arc, of course, by tht;m.sdve.s no more 
than underlying attitudes whicii make unity possible. The prac- 
tical question is how to square them rvith the material conditions 
of Hie' in the twentieth century. My essential contention is that this 
can be done onb/ on a basis of what I have called ‘Hlieral Social- 
ism.’ The authoritarian Socialism of the Soviet Union is not 
compatible with these essential freedoms, which form an essential 
part of the Western way of life. It has faced with great success the 
problem of devising a kind of Socialism tliat meets the. material 
requirciuonts of our tidie; but, hiur to a very dilFcrent social and 
cultural tradition from our owii,»it lias .semi no need to give many 
of the freedoms which we value most higlily a jilace in its new way 
of life. I'he West,, on the other huiul, whih; showing coitsiderable 
tenacity in retaining its culttiral traditions, has so far failed almost 
entirely in making the requisite adaiHatiotrs tb the changed 
material foundations of Jiving, and lias, even to-day, set about ilie 
work of reconstructing its dEfninged social structure on an obsolete 
basis of national sovereignty and purely national economic effort. 

As against tnis, I claim that the problems of Western Europe arc 
insoluble except on supra-national lines. The economic .structure 
of thmiew Western Europe needs planning as a whole, on a basis 
of wholctearted co-operation. The tarifl’ and cuwcncy bawiers 
need taking down, so as to constitute a free trading area with a 
market comparabie in octent with those of the United States and 
the Soviet Union. The transport systems need to be rebuilt on 
intemational lines: the movement bfboth goods and men needs to 
be made free of all impediment over tire entire West European 
.area. Industry and agrieulture need planning as complementary 
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services for t;|lie whole of Western Europe, and not in terras of 
prospective national competition. The use of rivers for power as 
well as for transport needs supra-national planning. Unless these 
things -Arc done, Western Europe ryill not be able to stand up 
c;conomically to the commercial and capitalistic power of the 
United States, or to achieve social security for it.s peoples at a 
satisfactory standard of life ” 

It is, however', impossible even to begin planning such matters 
as these on the required supra-national lines unless the Govern- 
ments of the countries concerned are like-minded, and are ready 
to pursue internal policies of economic planning with social 
security and* social welfare as tl2cir essential objectives. The dhly 
Governments that can be relied on to do this are Socialist, or pre- 
dominantly Socialist, Governments, such as exist already in 
Norway and Sweden, as well as in Great Britain, and could exist 
in Fi'ance and Holland and Belgium, and probably elsewhere, if 
only Great Britain would give the right lead. 

T/te Political Structure of Western Unity 
This is the econoraic aspect of Western unity, whigh is indis- 
pensable in order to give the political aspect a reaj,and substantial 
content. Politically, the structure need not be at all elaborate, if 
only the right economic links can be successfully made. I see no 
necessity for a common Constitution or for a common Parliament, 
even of a federal type. The whole thing could be done by treaties, 
lillcd out by agreements for close economicDCollaboration; and the 
political machinery could be no ijjiore than a periodically-meeting 
West European Congress, which could be created as a ‘regional 
group’ witliin the framework of the United Nations Organisation, 
and onlines parallel to those of the existing Pan-American Union. 
Such a Congress would debate policies and set up Commissions 
to draft agreements for ratification by the national Parliaments, 
and to supervise their execution vdien they had been duly 
ratified. There would be no need to supersede, or to interfere 
with, the separate forms and methods of govenanent in tile 
different countries— only to pei'suade them to shape their policies 
in common on a n umber of questions which call imperatively for 
supra-national action. , ^ 

There are, indeed, certain terms of unity which I .should like to 
see written into the common agreement of the West European 
States. I should like complete freedom, of movement, without 
pa.ssports or vlsaS, to be established over the entire area. .1 shoulds 
like any citiaen of any country within the group to be recognised, 
on the basis of a simple residence qualification, as a citizen of any 
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other, to the extent of acquiring full legal and \pting rights. 
I should like to sec conventions agreed on by all countries in the 
group oti such matters as patents, company laws, 'f'rade Union 
rights, libel laws, double taxation, and, as far as possible, social 
insurance and minimum conditions of employment:. And I should 
hope, as Soon as possible, for a truly common currency, resting on 
the foundatioh of an agreed policy for the maintenance of full 
employment over the entire area. 

\'i(esjern Unity is not Military Alliance 

As for military affairs, I do not want Western unity to lie 
involved in them in anyway. It would lui a great mi.stakc to create 
in Western Europe any sort of bloc of armed force, even if it were 
organised only as a common contribution to U.N.O. Any proposal i 
to make a military, as well as an economico-political, group in 
Western EhiropC would inevitably arouse, as matters stand, all the 
worst suspicions in the Soviet Union; and, even apart from this, it 
could be represented as implying ;ui abtuidonment of U.N.O. as 
the international instrument for the prevention of war. Hopes of 
U.K-Ct.’s edectivencss in this sphere, have tdready sunk, in many 
places, uncomfortably low; but it would be idlogcther wrong, and 
contrary to the common sentiment of the West liuropctin peoples, 
to take any line that would further weaken U.N.O.’s position, or 
turn the West into an additional (and certtiinly ineffective) power 
bloc to match its strength against the .Soviet Union or the United 
States, instead of standing as the champion of world order and a 
representative of the .smaller coqutrie.s in the endeavour to make 
an end of military power-politics a,s the tlelerminant of world 
affair, s, 

I am not, therg urging any sort of military tilliance among the 
countries of Western Eluropc. On the contrary, E want them to 
eschew all projects of such alliance, both because it could not 
really help them to solve tdieir prolilems and because it would 
injsvitably be taken as a. hostile move both by the Soviet Union 
arid by those'who arc working to make U.N.O, a reality. The 
unity We.stern Europe needs is not military; it is cultural, eco- 
nomic, political in the sense in which politics are a matter, not of 
war, but of the arts of peace. 

On this basis, which I hope I have made sufficiently clear, I am 
pleading for the recognition of Western unity as a primary objec- 
tive of British foreign policy to-day. Of course, I am well aware 
that this unity cannot be easily aeJhieved, Therearc many com- 
plicating factors, even apart from the present hostility of the 
Soviet Unipn to any proposal for closer grouping. For one thing, 
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there are the, complications which arise out of the existence of 
dependent empires attached to. a number of the European States 
— to France and Hollandj for example, as well as to Great 
Britain. Nor do I deny that the effective unity of Western Europe 
involves as a prior condition an agx-ecd solution of the problem of 
Germany. What I am denying is that, in the circumstaHces that 
now exist, West European unity on a broadly Socialist basis could 
be to the detrinwuit of the Soviet Union, or indeed to anything 
save its great and lasting advantage. 

PFcrtem Europe, the Soviet Union, and the United States 
The case lor West European amity, as I have set it out in tlte 
foregoing pages, is based on the belief that there exists among the 
peoples of Western Europe — or at all events among most of them 
—a deep-seated similarity resting on a common way of life and, at 
bottom, to a great extent a common set of valucS) There are, of 
course, large differences between these peoples — ^for example, 
betwteen the French and ourselves — ^but I have written in the 
belief that these differences are, from the world standpoint, much 
less important than the underlying similarity of cultuj-e. Natiu-- 
ally, this view implies that other peoples, in otlpr parts of the 
world, are separated from the peoples of Western Europe by much 
deeper dill'erences, though wc have all certain things in common 
as members of the human mce. I have not attempted to define the 
values or ways of life of these other peoples, as I have those of 
Western Europcj for any such attempt would lead rne much too 
fur afield. There is, however, on^ aspect of the difference about 
which I must say a little, because it deeply affects the prospective 
relations of a united Western Europe with the rest of the world. 

Our differences from the Americans in values^and way of life 
are based mainly on this — we in Western Europe arc old, settled 
peoples, with long, continuous national traditions, living thick on 
the ground, and long accustomed to, the husbanding of scai-ce 
resources. The Americans are a new people, of very mixed racial 
composition, still imperfectly fused into an American nation, and 
living scattered over a vast continent, whose resources they have 
been accustomed, until quite recently, to regard as bounjjless. 
These conditions make us cautious, and the Americans immensely 
speculative, in temper; they make us think of planning in order to 
get enough to live on, whereas the Americans, despite their 
experiences in the ’thirties, still think in terms of personal adven- 
ture in a world where plenty is to be had for the snatching. These * 
attitudes express themselt^s politically in our liberal Socialism 
and tlieir passion for capitalisuc enterprise. We and tlic Americans 
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have to live together in the world of to-day and to-jjnorrow on a 
basis of I’ecag'iiition of these differences and of mutual accom- 
modation between our several ways of life. 

The Russian attitude is toijome extent like the Atnericanj for it 
too starts from the assumption of vast resources waiting to be 
exploited. But it is also radically different, Ix'.cause it rest,s, not on 
the gradual filling tip of an empty continent, but on the founda- 
tions of an old autocratic State who.se inhaliitants liave been used 
to dire poverty. The proldem for the Rus.siau.s i.s not; that of 
nyjldng a nation out of many heterogeaeou.s groigss living all 
mixed up and coming out of widely different: cultural euyiron- 
me'nts (though of course they too have their problems of nation- 
alities and national culturas); it is rather that of lifting a vast mass 
of primitive peasants quickly to the level of an advtmccd indus- 
trial civilisation, and of making them capalde of u,sing the great 
rcsource.s of tlreir country with enough skill to mise the entire 
.standard of life. This task leads them to planning on a vast scale, 
whereas the Americans, with their higher standards, still put their 
trust in private enterprise. Moreover, the Russian kind of plan- 
ning’is designed to mass-produce not only goods but also men of 
the industrial ^gc. It therefore insists on uniformity ; and this 
insistence is the easier because insistence on uniformity comes 
natural to tlie primitive human matiu’ial with which it has to 
deal. Primitive peoples do insist on uniformity: the growth of 
diversity is a characteristic of advanced economic civili.sations, 
and can lu; only gradnial, if what Bagehot called “the. cake of 
custom” is to he mouldexl and igU broken in llie procc8,s. Wc and 
the Russians liave to live togctlier in the world to-day and to- 
morrow on a ba.sis of recognition of these differences and of 
mutual accommt)dation between tliclr way of life and ours. 

Western European Unity md World Unity 

There i.s no reason why wv should not adiieve this accommoda- 
tion-— we West Eurojieans, the Russians, and the Americans—to 
say nothing 'Of the Indians, the Chinese, and the other great 
groups of the human family. Our dilforences can be prevented 
from developing into quarrels if the will to prevent this is present, 
We can divide the world between us, into our several spheres, 
within which we can practise our several ways of life; and indeed, 
we must do just this, if wc are not to tear the whole world to 
pieces, and leave but a desert—if even that—behind. My pka for 
We.stmx unity is part of a wider plea for tbisi'jraning ctf world 
affairs. The time for closer world unity/tbased on a coaxmon set of 
values arw^ a common way of living, aaay come; but it has not 


come yet. We can do something to work towards it through 
U.N.O. and its related organisations, particularly those which 
have for their mission the furtherance of common basic standards 
of living over the whole earth. Whtit we cannot do is to hurry 
world unity ahead of the building of secure foundations for it; and, 
this being so, we must use regional unity as a bridge^ wherever we 
find nation-groups like-minded enough to achieve a mutual 
accommodation of their own. The United States and the Soviet 
Union are regional units, by themselves or with immediate neigh- 
bours not comparable with them in size or resources, SiWh 
comrtrics as Great Britain and France are not regional unit.s; ^ut 
they can make a regional unit iJy coming closer together, and in 
doing so caii further world co-operation and the success of U.N.O. 
in working for unity over a wider field. 

Will the Sonkl Union Play? 

Of course, success in tins depends on all the leading parties 
being willing to play. But, I shall be asked, is there any real 
pro.spect of the Soviet Union doing this? Yes, there is. The Soviet 
Union’s present attitude, rests on a fear of attack from the com- 
bined forces of woi'ld capitalism — among whicli* it reckons the 
countries where Social Democracy or liberal Socialism is in office, 
on the ground tliat these countries have not changed the essential 
basis of their institutions (much, by the way, as we ai'e apt to see 
dose resemblance between Gzarist and Soviet policy in foreign 
aftairs). We in Western Europe can overcoftie these suspicions by 
maldng it plain beyond a doubt that we stand not as the allies of 
American capitalism, or for any sort of capitalism of our own, but 
ibr Socialism- — the liberal Socialism which is ;(he appropriate 
twentieth-century form of our evolutionary way of life. If this is 
tv'hat in truth we do stand for, the leaders of the Soviet Union will 
be bound in the long run to see that it is, and to adapt their 
behaviour accordingly, But we cannot sxpect them to see it unless we 
make it true; and it is not yet true in any full sense. Only West Europsaff. 
mity^ of the kind I have attempted to set forth) can make if true. 

The Liberal Socialist Foundations of Foreign Policy 

It is, of course, an implied term of this expectation Hhat the 
unity of Western Europe should rest on Socialist foundations; and 
I have tried to show that this can be the case in the near future 
only iJp the British Labour Government puts itself plainly at the 
head of the liberal Socialist forces in the West, comes to terms with** 
France, and, in conjunction with the French Socialists, settles the 
German problem in such a way as to give hope to the democratic 
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elements in the German people of taking their dwe place in a 
Socialist federation of the West, based firmly on the liberal 
tradition and on the gx'eat cultural inheritance which is in danger 
of l)eing obliterated by the cknnsy hands of younger Statens armed 
with vaster material resources, 'riiis tradition and this culture, it is 
the task'of liberal Socialism not merely to preserve but to trans- 
form into an '^instrument of equality and fraternity, as well as of 
personal liberty. The task is hard; for it is bonud to I)e easier to let 
the old culture decay than to regenerate it, and it i.s idle,, at 
present, to look for help in the work of reg'(!iua'ation either to 
Aiperica or to the Soviet Uniom I’iie culture we are seeking to 
transform is ours and not their.s;'^ and wo cannot ex{:)ect them to 
understand why we believe in it and cannot, a.s pebples of the 
Western tradition, be happy with either of the new inass-cultures 
which seem to them so manifestly superior. 'I’he task falls upon m 
— ^upon the Socialists of the West— to restore and ( ransform our 
own values; and we cannot hope to succeed unle.ss we act and 
think and feel together to a far higher extent thiin ever in the past. 
<», 

The 'Patteras of World Culture and the Socialist l^ask 
But, in acting together, we jnu.st not assume that our culture 
alone is right and good, and the others ^vrong :uid evil. The point 
is not that our way of life i.s better than the Russian or the 
American way— -an issue on which X give no opinion— but that it : 
is our way, and a necessary foundation for the happiness of the 
peoples whoso inheritcfticc It is. We must accordingly build up and 
reinterpret our way of life, so asfto give it a Hiieral Socialist basis, 
not in hostility to other cultures, but as complementary to them, 
and especially complementary to tlie dilferent version of the 
Socialist faith that has found acceptance in the Soviet Union, with 
its vastly different cultural inheritance. In the 'achievement of 
world cultural tolerance, akin to the tolerance we value within 
our own culture but on a vaster scale, lies the hope of world peace 
of advancing prosperity and well-being for all peoples. 
Towards thiS goal must the foreign policy of Great Britain be 
directed, if the Government is to be faithful to the millions who, 
with'Bome vague feeling of all this in their hearts and minds, voted 
it into power, giving it a tough job to dOj but one which it has 
a better chance of doing than any other Government in the 
world, imd with better and more understanding popular support. 


OHAPTER. IV 


NATIONALISM AND INTERNATIONALISM 

“They [the President of the United States and the Prime Minister, 

' hfr. Glnirchill, representing Pits Majesty’s Government in the United 
Kingdom] respect the right of all peoples to choose the form of®" 
government under which they wiyyi live and they wish to see sovmign , 
rig/ils and .ulf-gaverimmit restored to those who have been forcibly 
deprived fof them.” 

The Atlantic Charter, Clause 3, August 14th, 194.1. Repented 
in tire Crimen Gofflmunlqui, Clause 5, February t rtli, 194.5. 

“They [the Governments of the United States, the United Kingdom, 
the U.S.S.R., and China] recognise the necessity of establishing at 
the earliest prncticabic date a general international organisation, 
ba.sed on the principle of the sovereign equality of all peace-loving. 
States. ...” , • 

Moscow Declaration, Clause 4, November ist, 5943. 

“Tlie purposes of the United Nations are ... a. To develop friendly 
relations among nations based on the principle of equal rights and 
self-determination qf peoples” 

United Nations Charter, Article i, June a6th, 1945. 

“The Organisation [U.N.O.] is basfd on the principle of the sovereign 
equality of all its members.” 

United Nations Charter, Article a, June a6th, 194.5. 

Sovmign Equalidf) 

WiPAT DO THESE WORDS “sovereignty,” "sovereign rights,” 
“sovereign equality” mean? Sovereignty is a legal conception, 
which has been mmslated from the sphere of law to that of 
politics, without losing its legal character. The “sbvereign,” in 
both legal and political theory, means the person or the persons 
with whom, in any society, supreme power rests. Hobbes used the 
word to designate the absolute ruler he regarded as indispensable 
in any State. Austin, the jurist, defined the ‘sovereign’ as a “deter- 
minate human supcrior’ legally entitled to demand obedience 
irott the subjects. Both Hobbes and Austin^ recognised that 
‘sovereigtity’ might reside eitlier in one man or in a::numbei>— for* 
example, in an aristocratk: council or in a democratic assembly. 
But they held that in any State there must be some persgp or group 
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of persons in whom the final power to make decisioiifi and to exact 
obedience is vested. 

Most adherents of the notion of sown-eignty have held that 
sovereignty is indivisible. Tl!is has given rist^ to difficulties wher- 
ever constitution.*! hiive rested, as in tlxe United Stal;e.s, on the 
separation otpowers. In America final authority is in iiict shared 
between the President, the Congress, the .Suprenif; Court as inter- 
prevter of the Gon.stitution, and the St;ites, by virtue of their power 
to airiend the Goustitution. 

rRousseau re-stated the doctrine of sovereignty by distinguishing 
the,, ‘sovereign’ sharply from the ‘gov<!rmucnt.’ According to him, 
the only legitimate sovereign i.s the entiiT people. ^He argued 
that ‘sovereignty’ could not lie divided lieeause it rested inalien- 
ably with the whole people and could not be transferred from the 
people to any government. He regarded all governments as either 
merely delogaths of the sovereign pcopltJ or usurpers. Rousseau 
favoured small States in which all tlu; pcoplt; e.ould meet together 
in a general assembly to instruct or change the government' and 
to decide on fundamental issues. 

'PKe leaders of the French Revolution adopted that part of 
Rousseau’s doc>M'inc which laid doivu that .sovereignty resided, 
iiniHcnably and indiinsilily, in the people, or, as they u.sually pre- 
ferred to say, the ‘nation.’ But, imlik<! Roiusscau, they held that 
sovereignty could be vested in a nal ioiial assembly of delegates 
chosen liy the people. 'I'hey identified rcpt'<!,scntalive government 
with sovereignty. * ^ , 

Presently Niipoleou, and latfr Ntipoleon ITI, claimed to be 
sovereigns, not like the old king.s, by divine or prescriptive right, 
but as chosen li^ the people to hold supreme power. Hitler and 
Mussolini made, in ellect, the .same claim. 

As soon as .sovenngnty is said to reside in any pfrson or persons 
as tf rig/it, cUvinc or moral, it ceases to be a merely legal concep- 
tion. Legally, the sovereign is simply the person or persons 
actually holding supreme power in the State. The doctrine of 
popular sovefeignty is a statement that the people augM to hold 
supreme power, not that it actually does, 

L'iM, e’est moi, the motto of the old absolutism, identifies the 
State with the sovereign; and this identification is usually com- 
bined with an identification of the ‘State’—that is, of the 
machinery of goveraraent— the whole society. Thus, the 
‘sovereign’ is regarded as standing for, or representing, the whole 
.Society,. .■■■■.■ 

The notion of sovereignty, in both Fegal and political theory, 

. refers primArily to conditions inside a society. It has to do with the 
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relations between the ‘sovereign’ and the ‘subjects,’ who are 
bound to obey the sovereign. But as soon as the ‘sovereign’ is 
identified with, oris regarded as representing, the entire society, 
the problem of the relations between one society and another 
comes to be that of the relations between their respective 
‘sovereigns,’ who alone are entitled to speak on thgir behalf and 
to enter into ar'rangenients regulating the relations both of the 
societies and of the ‘subjects.’ 

■These rehuiotis are the domain of International Law, which has 
two branches, Public and Private, dealing respectively with iire 
relations between States, or societies, and with the rclatipna 
between ci|izens, or subjects," of different States. 

Popular Sovereignty 

The notion of ‘State Sovereignty’ arises in c^onncction with 
Public International Law. It is the conception that each State is 
represented by a ‘sovereign’ who is all-powerful in deciding what 
is to be done within the national frontiers of his State. This 
‘sovei'cign,’ let us be clear, may be an individual, or a limited 
assembly, or the whole pcoirle assembled, or an assembly of dele- 
gates representing the people. The complete Sovereign right’ 
of each State, in this .sense, is expressed in the term ‘self- 
determination.’ Where, as in the United Nations Charter, what is 
"spoken of is ‘‘the sefi-determinMoh it iS ithplied that, 

in some sense, sovcrcigrity resktes as of in the people, ancl 
not in any exclusive ruling class. 

The nation of ‘State Sovereighty’ involves the further notion 
that, where there exists a ‘sovereign’ that is regarded as represent- 
ing the people, no person and no other .sovereign State has any 
right to interfere between that sovereign and his, or its, people. 
The sovereign State is regarded as completely autonomous in the 
conduct of its own internal affairs. This is expressed in the 
Atlantic Charter in the declaration that demands “respect” for 
"the right of all peoples to choose the form of government under 
which they will live,” It is the primary meaning of the words 
"sovereign rights and self-government” used in the Atlantic 
Charter,. \ """ 

To what extent does this right of a State, or society, tb manage 
its own affairs imply that it is free to do just what it pleases in its 
relations with other State, s, or societies? The extreme form of the 
doctrine does lay clown that each State is entirely free in this 
respect; but tlria view is contrary to the basic notion of Inter* 
national Law, whidr is tffat there is a ‘htw^governing, in accord- 
ance with principles of universal vaTicTlIy, the relations both 
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between one State and another and betweeii mdn and man, 
wherever citizens or subjects of more than one State are affected. 

The Basis of International Law 

I This conception of a morally binding International Law comes 
pdown from ancient times. It has commonly l)cen associated with 
|th(i idea of "natural law,” founded on generally recognised prin- 
•ciples of just dealing. Many great thinkers and jurists have argued 
that any national law which violate.*! the principles of intcr- 
na*ional, that is of natural, law.^!annot be binding,, and that no 
‘subject’ of any State can be morally bound to ol)cy,.such a law. 
Others have contended that, although ‘soviu-cigns’ have no right 
to prescribe anything which is against ‘natural law,* their sulvjects 
cannot be alloy/ed to constitute thcmselve.s judge.s of when their 
‘sovereigns’ are doing thb, and are morally as well as legally 
bound to obey any order the ‘sovereign’ actually gives. This 
leaves open the right of other ‘sovcrcign.s’ to interfere agaifist a 
‘sovereign’ who violates ‘natural law',’ and thus limits ‘State 
sovereignty.’ Yet others, c.g. Hcgcl, have held that there is no 
right anywhere"’ to question the decrcfis of tlie Sovereign State, 
which are to be regarded as the absolntc expression of the divine 
will But w'hat this doctrine implies in jn'ac.tice depends on how 
the ‘Sovereign State’ is d(!fincd. Ifit is defined as the State which 
is following the divine^will, any State which violates natural law 
cannot be a Sovereign .State, and is pot thereibre immune of right 
from being interfered with, LeaWng nside. tins metaphysical non« 
sppse, we may say that the real questions at i.ssue are hi) wh®cr ; 
a subject is boiuHl to do what he IicHcves to lie wrong because his,, 
sovereign commands it; {b) whether other States have a right toj! 
coerce a State which they, as represented by their ‘sovereign.s,’ 
liold to be doing wrong; (e) whether there can, or should ex5.st,i 
any supra-national body authorised to define what is right andl 
wong in thf behaviour of States, and what principles should 
regulate the relations between States and the private rights 00! 
subjects or citfeens in international dealinp, v 

I’he attempt to embody 'natural law’ in an actual code of legal 
principles first took shape in the rus mnlium . or ‘law of peoples, p of 
the Romans. This began as a setoFralesibr administering justice 
in cases involving 'foreigners’ who had their own national or 
|ribal laws. Side by side with the development of tliis code, legal 
'and political theorists developed, largely on foundatloits laidby 
the Stoic philosophera, the conception of the "law of nature,” 

‘ which waf held, to be discoverable by the exercise of human 
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I'eason, and to be capable of being embodied in principles of uni- 
versal justice. Christian writers came to identify this ‘law of 
nature* with the ‘law of God,* and to hold that its principles 
should be sought ‘in revelation* — ^lat is, in the Scriptures — as 
interpreted by human reason. This notion of a law of universal 
validity — a law at once God’s and nature’s' — runs through the 
political and legal thought of medireval Europe. » 

In the seventeenth century, as national States began to take 
clearer shape and great wars were waged between them, it came 
to'appear a matter of the greatest importance to lay down plaii_^ly 
any rules that could be held to govern the right behaviouf of 
States, especially in time of wart Grotius arid other great jurisRs of 
the time attempted to formulate the jus belli ac ^ads~-th.Q laws of 
war and peace— and in doing so laid”down'cb'3es'oFinternational 
behaviour dealing with such matters as the right to enslave cap- 
tured enemies and the treatment of prisoners ofwcir, the rights of 
armies to destroy the property of citizens of enemy States, the 
treatment of civilian populations in case of invasion, the rights of 
blockade and capture at sea, and many other matters. The 
treatises of Grotius and of other great jurists of the seventeenth 
century form the basis upon which modern conceptions of Inter- 
national Law have been mainly built. 

Is International Law really Law at all? 

The question has often been asked. Is such ‘law’ really law, 
unless there is some authority to enlbrc# it? The doubt arises 
because the word ‘law’ can bemsed in several different senses, 
A national ' la w’ J s an act or ordinance which the ‘law courts’ of 
the T6*hfitiy cSticcrncd will apply and enforce as occasion arises. 
A ‘law’ of nature, or of God, is evidently somethhig different from 
this. It is eithtjr what God commands us to do and enfofees by 
superhum an sanction, or what we OM^/k to do if we wish to live in 
accordance with nature, which is generally interpreted as mean- 
ing in accordance with the precepts of reason. It is, no doubt, 
what the law of the law courts ought to be framed«o as to early- 
outj but there may be many things we ought to do which it is 
inexpedient for the law courts to force rts to do, thougjj they 
ought not to force us to do anything contraiy to natural, or divine 
law. Natural law, then, can be regarded in two ways—as 
divine law, which God eixforces in his own comis— at the ]Day of 
Judgment— or as the law of reason, which we can arrive at for 
ourselves by examining our own notions of ri^ht and wrong an4 
by following up their implications and applications. Seen as divine 
law, this law is like the law of the law courts in being. enforceablc, 
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but not by human agency*, seen as the law of reason, it is not 
■enforceable at all, but is simply a .statement of how we ought to 
behave. In historical development, these two ways of_ looking at 
natural law have been so iiitorminglcd that it is impo.s.sible to tear 
them apart. The more the notion of ‘divine law’ is discarded for 
that of the ‘law of reason,’ the le.ss resemblance is there between 
the ‘law’ of the law courts and the ‘law’ of nature. 

Interuationid law, as it was developed in the writings of the 
great jurists, had its two branches, public and lu'ivate. In its 
pj^ivate aspect, it grew into the eomplicated systems wlwa’cby each 
coimtiy deals in its own courts with cases which raise the question 
of 'I'.onflict of laws,’ e.g. in relation to marriages between persons 
of different nationalities, inheritance of proirerty, and Commercial 
contracts. These matters are sometimes regulated by international 
conventions; but neither Great Britain nor the United States 
I signed the Hague Conventions (lOpb-njos) dealing with thenij 
V chidly because the fundamental notiorts ol' Briti.sh (including 
; American) and Continental law arc at variance, the British 
i lawmens lioiding that in genend a penson should Ixi judged by the 
I law of the. country in which he is domiciled, whereas the con- 
tinentnl codes concept of a penstm taking his national 

I law with him wherever he goes. In its man; g(;neral aspect, inter- 
i national law took shape, in Bkw'kstoue’s |)hrasc, in “a system of 
i rules, deducible liy natural reason, and estal)lished by universal 
consent, among the civilised iuhalntauts of the world, in order to 
decide all disimtes, tc)«a'egulatc. all cereinonlcs and civilities, and 
to ensure the observance ol'ju.s^ce and good lakh in that inter- 
course which must lrec[uently occur luaween two or moiT. inde- 
pendent State;s, and the individuals belonging to each.” This 
definition is obviously framed to cover both public and private 
international law. Lord Russell of Killowen, iix 1896, defined 
public international law as “the aggregate of the rules to which 
nations have agreed to conform in thdr conduct towards one 
another,” 

Th Hague Cmveniious and the Lam of fTsr 

These rule, s, in the aggregate, arc nowliere precisely defined, 
nor iu'Q there any genei’al sanctions ft»r their observance. Stales 
have, however, Ircqucntly asserted their wnlUngness to be bound 
by them. Thus, in the TretUy of Aix-la-Ghapelle (1818) the rulers 
of Great Britain, Fraaocc, Austria, Ih'ussia and liussia declared 
rimt ‘■Hhe sovereigns in forming this august vfnion [the Holy 
, ABiaace] have regarded as its fundam«tal basis their unchaage- 
■aMc resolution never to depsurt, either atnoi^t themselves or in 
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their reiatioas with other States, from the strictest observance of 
the principles of the law of nations, principles which, in their 
application to a permanent state of peace, can alone effectively 
guarantee the independence ofeach|government and the stability 
of the general association.” This sounded well, but was quite 
unprecisej and the attempt to formulate positive agreftid rules, 
which was begun in the Declaration of Paris (18567, dealing with 
the right of capture at sea in time of war, was not taken seriously 
in .hand until the Hague Conferences of 1899 ’^ 907 ' The Con- 

ference of 1B99 set up the Plague Court of Ai’bitration, to wlp-eh 
States could refer for settlement any dispute of a ‘justiciable’ 
character; but such reference ’(^as entirely optional. The liague 
Conferenedk, especially that of 1907, drew up a series of conven- 
tions dealing with the usages of war; and these conventions were 
ratified by most of the leading States. They had, however, no 
sanctioit behind them; and apart from the matters specifically 
covei-ed by them, pulilic international law continued, right up to 
1919, to consist in effect of a series of pi'ecepts embodied in the 
writings of a number of international jiu’ists. , 

The iMgue of Nations Covenant ^ 

The Le.ague of Nations Coven.int of 1919 was an attempt to 
advance towards a more positive conception of public inter- 
national law. In the light of more recent events, the most remark- 
able fact about the League Covenant is- that it passed over^%e 
question of national sovereignty in cnlRFf'sllencyT'K^^^ 
cdfflmitted the member 'States of obligations 

not to resort to war,” to “the pi-escription of open, just and 
honourable relations between nations,” to “the firm establish- 
ment of the understandings of international law Us the actual rule 
of conduct am®ng Governments,” and to “the maintenance of 
justice and a scrupulous respect for all treaty obligations in the 
dealings of organised peoples ■with ont; another.” It said nothing 
about the ‘sovereignty’ or the ‘sovereign equality’ of these States 
or peoples; but it did lay down that “except where (Jtherwise pro- t 
vided . . . decisions ... shall require the agreement of all the! 
members of the League represented at the meeting.” The Hague || 
Court was supplemented by the Permanent Court of Intecnational I 
Justice, with jurisdiction to deal with all cases that member States I 
chose by agreement to submit to it; and its statute contained an I 
‘Optional Claus^’ which pledged any State signing it to sencl tol 
the Court every justiciable dispute m-ising between it and anothei»| 
signatory State. The Co«rt was instructed in deciding cases to 
apply “international conventions, whether general orjoarticular, , 


’ establishing rules expressly recognised by the contesting States; 
ij international custom, as evidence of a general practice accepted 
i as law; the general principles of liwv recognised by civilised 
* nations; and judicial decisions and tcadiiugs of the most highly 
qualified publicists of the various nations, as subsidiary means for 
the dctefmmation of rules of law." 

The Court 'could deal only with disputes of a ‘Justiclaljle char- 
acter,’ defined in the Optional Clause as including interpretation 
of treaties, any question of breach of international obligation, and 
“apy question of international law," wliidi was not further 
defined. It did not cover at all disput(;s of a non-l(!gal character, 
which were to be dealt with untftr 'the Covenant liy tlie League 
Council and Assembly. The most important ciahse of the 
Covenant in this connection wa.s Arfide 15, which bound the 
member States to submit to the League Council an^ dispute 
between them ^hich they did not agrc;c to rtder as ‘justiciable’ to 
the International Court. I'hc Council could either itself report on 
such disputes or could submit them for report to the League 
, Assembly. Reports could be made Iiy a majority vote; but there 
I was fio obltgation on any State to carry out the recommendations 
I unless these wene agreed upon by all the States with seats on the 
League Council—that is, by all the major League Powers — 
except tho.se which were directly partk’.s to the dispute. Even if 
this agreement was secured, the only obligation imjxiscd on any 
State under Article 15 was that of aw/ going to war with any State 
whidr was carrying <ait the recommendations of the League. 
Thus, under the League Coventicit, even a Croat Power could, at 
any rate in theory, be bverrideu in relation to a dispute in whicli it 
was directly involved, if all the GnaiC Poweats not so involved were 
against it; Imt tliere was notiiing in Article if, to compel a State 
which was thus overruled to carry out the recommendations of tlie 
League. Article i6 did indeed relix-Jis-Ttaftnetitt 
agahist, a mcnibcr .toJwaiZ !' ! mfd is-' 

regard ql'iUcdveuaa^ Article l a Ihciu 3 c 3 a provision binding 
inoniTier StatLs, if any dispute likely to lead to a rupture arose 
between them, “to submit the matter either to arbitration or 
judicial settlement or to enqui^ by the Gounctl”; but a State which 
liad complied with this i-cqucat was not thereby bound to accept 
the results of the enquiry, nor was it liable to sanctions if it did not . 

The Getieva Protocol and tin General Act 
There were, various attempts to stiffen up these requirements by 
supplementary Covenants, The abortive Geneva Protocol of 1934 
. would have involved agreement by the signatoiy States to submit 
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to arbitration by the International Court all matters capable of 
judicial settlement; but the Protocol was made ineffective, after a 
number of States had signed it, by. the refusal of the British Con- 
servative Government of 1925 to in^jlement the views of the first 
Labour Government in favour of its acceptance. The Optional 
Clause of the Statute of the Pei'manent Gom't of Intefnational 
Justice did not touch matters that were not of a judicial nature. 
On the other hand, the General Act of 1928 was designed to fill 
L the gap by laying down a definite procedure which member States 
were asked to bind themselves to follow in dealing with all dis- 
putes, whether ‘justiciable’ or irpt. Under it signatory States were 
given the pption of sending* ‘justiciable’ disputes either to the 
International Court or to a specially constituted tribunal. ‘Non- 
justiciable’ disputes were to be sent in the first instance to a corr- 
ciliation commission; and if this body could not settle the dispute 
it was to go to an arbitration tribunal of five, two representing the 
States directly involved and three repi’esenting other States. This 
tribunal was to have power to give a binding decision, and every 
State signing the General Act was to bind itself to accept this 
decision. • ’ 

Most of the League States, including Great Brikaiii, France and 
Italy, signed the General Act; but the leading countries did so 
subject to reservations which in effect destroyed most of its useful- 
ness. Similarly, the general renunciation of war to which most 
States put their signatures in the American-sponsored Kellogg 
Pact of l oaB was quite ineffective in the absence of any provision 
for ensuring its observance. Neither the original clauses of the 
League Covenant, nor the General Act, nor "the Kellogg Pact, had 
any observable influence on the course of interi^ational events in 
the 1930’s. They did not deter the Japanese from attacking, Man- 
churia or Hitffir from plotting war in Europe; find when an 
attempt was tardily made to apply ‘sanctions’ against Italy in 
connection with the Abyssinian War* the result was fiasco.^ 

The Charter in Relation to Sovereignty , ** 

As we have seen, the United Nations Charter of 194.3 goes even 
less far than the League Covenant attempted to go toward® over- 
riding the national sovereignty of any of the Great Pov?ers; for it 
extends the “unanimity rule” still further, by authorising any 
Great Power to veto a decision even in a matter to which it is 
directly a party, It should, however, be observed that although 

r For a fuller account of all these aspects of the League Covenant, see 
Part V of Tilt hUtlUgenl Man’s Rmtw (jf Europe, by G. D. H. and Margaret Cole 
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both the Covenant and the Charter were drafted in^terms which 
avoided any open ciuillenge to the principle of the. sovereignty of 
all national States, groat and small alike, both dkbin fact liinit tlic 
sovereignty of the lesser Statfis and thus in practice recognised a 
distinction inconsistent with the pidncipk; of ‘sovereign ecjuality’ 
on whicif the United Nations Charter is prolt;ssedly l.)iult. Whether 
any formal nilichinery, or none, exists for tlic regulation of inter- 
state relations, the ‘equality’ of all States cannot in practice be 
recognised; for it could be made operative only if all vS tales, what- 
ev^s' their size or power, were inatlc ,sul)jf;ct to an equal and bind- 
ing,law. Great States will not accept .such a law,_ ryhich would 
involve their agreement to be overridden iiy a majori|y of States 
that might in iact possess hardly any military power. .But as 
soon as considerations of power are alltnreil to count, equality 
obviously goes by the board; and if inequality is formally recog- 
nised, as it has been by implication in both the Ijcague Covenant 
and the United Nations Chartin', national .sovereignty is to some 
extent overridden, though only in the case of the lesser Statcls, 

What does all this amount to? First, that Slates recognised, and 
have recognised-for centuries past, that they are morally bound by 
a somewhat vague and undelined set of principles which used to 
be called the “law of natbii.s,” and is now commonly called 
“international law.” Secondly, that in .speeilic matters, such as 
the rules of war, the leading State.s have ugreeil to formulate rules 
of international condifct and to embody t hem in conventions, 
which they have signed and ugrtf^d to regard ns liinding. Thirdly, 
that in cases ol' di.si)utc over treaties or convinitions States have 
often agreed to sgbmit their differences to international adjudica- 
tion by tlic blague Court or the Permanent Court of International 
Justice; and that some States have tigreed to submit all sucli dis- 
putes and to abiiic by Cite judgment of the Court, Fourthly, that 
some Slates had agreed, wiflt or without reservations, under the 
League General Act of ipat), to .sulnnit all their non-justidable 
disputes to arbitration. Fiftltly, that the obligations of the U.N, 0 . 
Charter are much less all-emliracing than those of the Gener.al 
Act, iii'tluit they jirc limited to disputes “the continuanee of which 
is likely to endanger the maintenance of international peace and 
security,” and that the nations are committed only “to seek a 
solution by negotiation, enquiry, mediation, conciliation, arbitra- 
tion, judicial settlement, resort to regional agencies or arrange- 
uieuts, or other peaceful means of their own choice" (Article 33). 
The Scemity Council is indeed erapowired to imestiiiik any di.s- 
putc or si cunion “which might lead to international friction, ” but 
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only with a t'iew to determining whether it is “likely to endanger 
the maintenance of international peace and security.” The 
Security Council can “recommend appropriate measures or pro- 
cedures of adjustment”; and Stated which fail to settle a dispute 
under Article 33 are bound by Article 37 to refer it to the Security 
Council, which can then either refer it to furtli^';!’ enquiry or 
rticommend a settlement, If the Security Council considers that 
there exists “a threat to the peace, breach of the peace, or act of 
aggres.sion,” it can proceed to apply sanctions “not involving the 
use of armed force” (Article 41) or, 'if these are not enough, arHficd 
force can \ie used under its ^authority (Article 4a), and .the 
member Sjates are bound to supply contingents to enable it to 
make its authority effective (Article 43). 

Thus, the ILN.O. Charter, if it goes less far in some i-espects 
than the League Covenant and the General Act^ goes further in 
others, in that it confers practically unlimited authority on the 
Security Council to deal with breaches of the peace, actual or 
threatened. This power, however, is subject to the veto: it can be 
used at all only with the agreement of all the Great Powers^ even 
if one or more of them is a party to the dispute. In otRer words, it 
can be used to an unlimited extent against smalhPowers, and not 
at all against any Great Power. This is truly a sti'angc way of 
asserting tlie “sovereign equality” of all States. 

The truth of course is that the notion of “sovereign eqtiality” is 
not meant to be applied to the relations between States, but only 
to their relations to their own subjects, S(?vcreign equality means 
in practice, that each State is tb be free to numage its internal 
affairs as it pleases, subject only to the condition that it must not 
so manage them as to constitute a threat to “international peace 
and security.” It is, hotvever, already evident that the interpreta- 
tion of this condition will give rise to difficulties. Does the present 
form of government in Spain, under General Franco, constitute 
such a threat? Some States contefid that it does, and have 
endeavoured to get U.N.O, to intervene by applyii^g some soruof 
sanctions; but the Security Council has not agreed to this, and is 
pi’obably not empowered by the Charter to take any action— 
which of course need not prevent as many countries as scTchoose 
from taking action apart from U.N.O,, provided that they do not 
thereby "endanger international peace.” It can never be easy to 
define dxq circumstances under which the internal conduct of a 
country’s affaiijs does “endanger international peace.” Hitler’s 
conduct of German affairs from 1933 plainly did; but that was aSi 
exceptionally clear case,* There are some people, e^ecially in 
America, who argue that the mere existence of a'«Communist» 
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Government in any State constitutes a dangcu' to prftice; and the 
fear of tlie spread of this attitude is one of the motives underlying 
Soviet insistence on tl¥^ unqualilied right ol’veto, though the fear 
of the Soviet Union is muchinore that the ‘thre:it to peace’ will 
Ik; held to arise out of its dealings tvith its ncighl.iours. 

The Stwerdgn *State in ihe Modern IVorld 
I'he political structure of the niodcru world has been built on 
the conception of the Sovereign State, which has gradually ousted 
th?rt of the personal sovereignty of rulers. The peoples have ceased 
to be merely ‘subjects’ of ‘sovereign’^ intlcns, and have, come to be 
accepted also as units of the ‘sovereign people.’ With this develop- 
ment has come the notion of an ab.soluteness of the ‘.sovereign,’ not 
only in relation to the internal affairs of c;aeh .society, but also iti 
relation to tfth(;r States, subject only to tlie very general obliga- 
tions of the ‘law of nations’ and to such further oltligatioms as the 
States chose to enter into by voluntary conventions and tigree- 
incnts. Both of the rules of international law and of the obligations 
invfliyed in such conventions the State, s reserved to themselves 
until latelylhe right of being solo interpreters. The thin cud of the 
wedge was inserted when the Hague Court ^vas set up to act a.s 
judge in ‘justiciable’ disputes; but even tlien subinis.sian of a dis- 
pute to the Court remained a voluntary act. The next stage was 
reached when States made conventions agreeing to submit all 
their justieialdc disputp one with another to the Inteniationnl 
Court, and thus bound ihenuselves to accept an international 
decision. But even so, they kept the right (o denounce the conven- 
tions and agreements by wlueh tliey were hound: so that there 
■was no real remviciation of national sovereignty. It was another 
mattcivwhen States agreed to .submit non-ju.sticiablc disputes to 
arbitration; for the awards of arbitrators on .such'disputes could 
not usually be got out of by denouncing conventions or agree- 
ments on which they were* based. That was why there was so 
mwch opposition to the General Act, 

Only tlic great issue of preventing war loomed large enough in 
1919 and again in 1945 to compel States to face the problem of 
really abandoning a part of their sovereignty: and even In this 
respect tile problem has not yet been fully Ikccd. The rules of 
international law do not prevent war: they only regulate the 'laws 
of war.’ If, under international law, State.s reserve the right to go 
to war, they clearly reserve therewith the right^to make, or to 
iiireaten, war against the war-malter, and arc only exercising this 
right if a number of them make common cause, by threatening 
■war, to prec&rve^tlie peace. This was the idea behind both the 
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League Gofenant and the United Nations Charter — ^the idea 
that seemed to malce their obligations compatible with State 
SovereigntY, even though they involved qviasi-legal limitations on 
tlie right of the sovereign State to as it pleased. Sovereignty, it 

could be argued, never conferred or could confer such a right, 
because it was always limited de facto by the power of odier States 
to hit back. Accordingly, no invasion of State S&vereignty was 
involved in organising this process of hitting back, unless the 
organising of it involved an obligation on the part of any State to 
accept the verdict of other States to a greater extent than it wgflild 
have had tp accept their verd^t, on a calculation offerees, even 
in the absence of any covenant so to do. Small States cl&rly • 
would always have to do this, if great States chose to use their 
power to make them and unless they were supported by other 
great States. Therefore, to bind small States to accept the verdict 
of the League or of U.N.O. was no greater limitation on their 
sovereignty than was involved in fact in their being small. 

The coercion of any great State raised a different issuej for 
de facto coci'cion could be exerted upon it only by a clear .pre- 
ponderance of forces against it. The League Covenant, ih this 
spirit, allowed the League to be used to coerce iwcn a great State 
when all the other great States agreed; but experience showed 
that the power thus granted was in practice very difficult to use. 
The U.N.O. Charter recoiled even from so much coercion of a ^ 
great State, and conceded the unlimited power of veto to each of 
the ‘Big Five,’ for the reason that the dhartcr was born into a 
world much more consciously rent by ideological differences 
which it could not push aside tharr the world iir which the League 
Covenant was drawn up. The League Power^ of 1919 left the 
Soviet Union out, neither inviting it to the Peace Gonferqjfrce nor 
seeking to enrM it in the League. The victors of 1945 could by no 
means do the same thing; the Soviet Union was one of themselves, 
and had besides to be brought into the new structure to make it of 
any use, because the Soviet’s world power ’and influence were 
altogether too great to be ignored. Therefore, instead of leaving 
the Soviet Union and the veto both outside U.N.O., it was 
necessary to bring them both in. ^ 

Msmatioml Economic Collaboration 

It is generally recognised that U.N.O.’s chances of success 
depend mainly pn the extent to which it can help to break down 
the exheme forms of nationalism in the social and economic fleM. 
After all,, international Action should not need to be thought of 
mainly in terms of avoiding war and settling dispijtes betweeij 
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States: it ought to be conceived much more in tends of positive 
economic collaboration. The social and economic clauses of the 
Gharterj which are supposed to deal with this aspect, set out, like 
the political clauses, from ai§ assertion of national rights. The 
Economic and Social Council of U.N.O. is instructed to 
promote-- 

* ' f. 

"(a) higher .standards of living, full employment, and con- 
ditions of economic and social jn-ogress and devidopmcnt; 
•^,“(6) solutioius of international economic, social, health, and 
related problems; and internatjpnal cducaticmal and cultural 
co-operation; and , 

“(c) univei'sal respect for, and observance oF, human rights 
and fnndamc:ntal freedoms for all without di.stinetion as to race, 
sex, language,^ or religion.” 

But the Council is instructed to do this by methods “based on 
respect fitr the jjrinciple ofccjual right.s and .self-determination of 
peoples,” and is given no overriding powens. It is clearly con- 
templated that it is to proceed by the method of promoting inter- 
national couventwms and agreements, rvilhout having any power 
to bind any State to their observance save ^vilh its own consent. 
Nor has tlic Assembly, to wlucli the CtJiincil is to report, any 
power beyond that of recommendation. There is no prtivision any- 
where in the Charter lor tin- coeivion of .socitvl or economic 
ofTencler.s nf;ainst jnstief, or Ibr any soi't of suprii-nalional eco- 
nomic or social autlioriiy cinpow(«red to plttn for the better u.se of 
the world’s resources in furtherance of the olyects which it is to 
pursue, I am not pomplaining tit tlit! absence of such a provision; 
for therp wtmltl clearly have l)cen no duuice of getting it stcceptcd 
in face of the sharp coivUict of views concerning t;hS very founda- 
tions on which tlu; economic life of ilic peoples ought to rest. All 
I am .saying is that unless, ''in practice, positive economic col- 
lab^oration does develop, U.N.O. is no more likely than the 
League to lay .found foundations ibr att age of peace and security. 

DoubtIc.ss, the draftsmen of the Charter heki that, in the main, 
internaPional co-operation in the economic and social fields will 
have to bcfocvclopcd in the form of conventions and agreements, 
signed by .such States a.s are prepared to work together on this or 
that particular matter, and will emanate nmstly from one or 
another of the ‘specialised agencies,’ discussed dn a previous 
chapter, rather than from the Economic and Social Gouncil itself. 
TUs co-ppei*ation, however, will depcnd'entircly on conyentions, 
voluntarily entered into by particular States on each occasion, 
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and it will femain open to any State to withdraw, subject to due 
notice, from any convention or agreement into which it may have 
entered. There may, of course, be pressure, especially on the 
weaker States, to accept conventic^s and agreements, and not to 
withdraw from them; but the entire framework of international 
economic co-operation is designed to fit the theory \hat each , 
State remains fully sovereign in the control of its own aliairs. 

Yet it is manifest that the co-operation that is needed to advance 
world |)ro.sperity and to increase security is something more than 
the ratification of conventions and agreements. What is recpjk-ed 
is some pqwer to plan on a .^npre than national scale, ai;d to 
execute Iqng-tcrm projects of development over areas stretching • 
across national frontiers. It may be possible to fit international 
trade and even the planning of production as far as it relates to 
existing capitaT assets into the conventional p^attern; but this 
pattern will by no means suffice for the planning and execution of 
new major projects designed to improve productive capacity by 
means of large-scale investment in the development of natural 
resources. It will not for example provide for the development of 
the Danube Valley, which has seven distinct ripariaii State's from 
Germany to the Ukraine, all interested both in 9ts navigation and 
in the use that may be made of the main river and of its tributaries 
for irrigation and for hydro-electric development. 

Regional Economic Groups • 

Sucli problems might be deaU with by means of regional group- 
ings of the States concerned. But, as we have seen, the new 
International Bank for Reconstruction and Development seems to * 
be meant to work by the method of capital advances guai'anteed 
by separate national Governments;^ and the U.N.O. Charter, 
which leaves room for regional' arrangements in political matters, 
is silent about them in relation to* economic afiairs — ^probably 
because of objections on the part of the United States to anything 
in the nature of ‘discrimination. Yet regional ami,ngements‘*for 
positive collaboration are much more important in the economic 
than in the political sphere; and, as we have seen, tho. United 
States has not hesitateef to take part in setting up a .Pan-American. 
Social and Economic Committee as an integral part of the Pan- 
American Congress machine.® It is nonsense to suggest that all the 
positive collaboration the world needs can be done by means of 
conventions pfanned on a world-wide scale, or that there is anf?- 
thing contrary to souniS development policy in special regional 

iSee p. ggo. sScep.gSa. b* See>. 10134 • 
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arrangements for economic action, even if these do Involve ‘dis- 
crimination.’ Why should it be r-egarded as perfextly in order for 
one State to ‘discriinmatc’ in favour of itself, but grossly wrong 
for two or more to come togepiicr for closer coninion action than 
they can possibly take with all the other countries in the world? 

The Claims of ' Nationality 

The whole question of national sovt;rt;ignly iiecds fundamental 
reconsideration in the light of modern teclmical devtdopment. 
Mtwiy States have become impossibly siuall and uneconomic units 
for the adequate development aj,' their resources on a purely 
'■ national basis. Politically, they an; foo weak to counl;, if power 
politics are still to bo the rule in world affairs: economically, they 
are too small to pull themselves out tif povtuiy unless they can 
work together. It; is therefore pertinent to eiupiire what is the real 
character of the nationalist sentiment that is so great a force in the 
world to-day, and holds its own so vigorously in lace of the 
obvious growth of national interdependence. 

I have discussed this question elsewhere at greater length than 
I can give t<3 it here.t Briefly, what I there iu'gucd was that “any 
group which fccl» itself to be a nation wants the fullest freedom to 
U.SC its own language — the language that comes ntitural to it and 
embodies tin important part of its cultural tradition. It wants thi.s 
■— language 1:0 lie. employed in official, as tvcll as in privtitc, affairs. 
It wants its laws t«) be written and inl«rrpi'etctl in llii.s languagci it 
tvants this langutigo to lit; spoken in its ccnu-i.s, jiolice. statimts, and ■ 
admijilslralive offices. It wants thff teaching of this language to he 
basic in its schools, and the teaching tjfothrr subjtsct.s to be earned 
on in thi.s language. It wants newspajierH to be published, boolcs 
to be written, dramas to be pcrlbrmed, in this language. In other 
word.s, it wants its traditional tongue to be unifiistakably the 
language of its country,” 

Beyond this, I argued, “dation.alist8 want their schools and 
universities tojic places where tiie young arc taught to 'under- 
stand and to value the, national history and tradition, and to 
master the national values and ideas of living. . . , They want 
those arts in which there is a tradition of nattonal excellence to 
he e.speciafjy cultivated . . . and they claim the right to follow 
the traditional religion of their nation,” 

I went on to point out that this religious claim often gives 
rise to difficulties, because it may be not simply a claim for 
fi%cdom of worshm, but also a claim for the exclusive practice 
and teaching of the national religion, ‘and some religions are 
t Sec EofUpt, Ruisia and (/w Putors, by O. D. H. Cole, Clmpler la, 
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basically into_lei*ant. This latter claim — to exclusiveness — I con- 
tended to be inconsistent with the rights of individual and group 
self-expression which all democracies ought to safeguard and to 
encoui’age. Nevertheless, it may be necSssary to compromise. 
“When the great majority of a mtion belong to a particular 
Church, it may be necessary to allow that Church sonje part in 
the public ceremonials of the people . . , but it wouid be wrong to 
allow any Church to insist on membership as a qualification for 
oilice, or for any right of citizenship, and it would be wholly 
indefensible to endow any such QJiurch with any exclusive con- 
trol over education, or with any coci-cive power at all over-persons 
who do not voluntarily accopt’its discipline.” • ' ^ 

The thihgs people really want, I argued, as distinct from the 
things which nationalist politicians often try to make them want, 
and represent them as wanting, are fully consistent with the 
inclusion of distinct national groups within larger political units, 
federal or confederal in structure, aird endowed with enough 
economic authority to undertake major programmes of regional 
planning for the whole supra-national area. This grouping must, 
however, be done in such a way as to ensure that each ‘nation’ 
“has its affairs administered in its own language, by public 
ofHcials who speak that language as natives, and have as part of 
their mental make-up the tradition of the nation.” They can 
have this, if suitalfio arrangements are made, without con- 
stituting entirely separate and ‘sovereign’ national units, But both ** 
, nationalist politicians and many of their«foIlowers find this diffi- 
cult to b<;licvc because liithtirto, save in a very few cases 
(Switzerland is, of course, the outstanding example) supra- 
national societies have been organised on the basis of the national 
supremacy of one of the nations over the resW The knowledge, 
and often themiemory, of this leads people to identify tlite cause 
of national self-expression with that of national sovereignty, 
even where the national territory 4s plainly too small for this 
sovereignty to be effectively exercised, and where national 
separateness in economic matters involves the ]:x:rpetuation’ of 
poverty for the mass of the nation. 

Hitkr’s Effect on Nationalism , * 

I-Iitler’s broom, sweeping across the frontiers of Europe, instead 
of destroying, intensified national sentiment; for the Nazi doctrine 
of the /jrwsfoiA, ruling over inferior races, was a direct provoca- 
tion to national resistance. Therefore, instead of helping to unify 
Europe, Nazism has aggravated its centrifugal tendencies, at any 
rate in the West, It remains to be seen what has been the effect of 
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war in the eastern part of the continent; for there, .instead of a 
replacement of the old national government machines, there has 
been a social revolution which has involved the construction of 
virtually new States. Ifii Yugoslavia, there, seems to be reasonable 
hope that the new federal Stale of tlie Serbs, Croats and Slovenes 
will succeed in liquidating the old Serb ascendanc'.y and in con- 
structing a workable society based on tlu! cqualily of <hc co- 
operating national groups. Elsewhere, e.xceijt in Czechoslovakia, 
the post-war States are. mainly com|)osed of single nations; but 
they arc all closely tied to the S()vict Union, not only Ix-cause they 
areoccupied by Soviet forces, but ewcu more because! the Soviet 
Uniftn is the obvious defender of the social rcivolntions which tluiy 
have undergone. What has still to be set!n is whetlier tlie require- 
ments of this rcvfilutionary deicnce, tt:)g(!ther with the close 
economic and political relations that will cvidentljr exist between 
tlu!m and th(,i Serviet Union, will sucttccd in breaking down, or at 
all events in weakening, their national antagonisms, and in 
enabling them to co-operate economically ancl politically one 
with ajiothcr, as well as each separa1:ely with the Soviet Union. 
There is .some hope that this may happen, il'it is not prevented by 
the intngu(!s of Americ.an or other capitalist groups which are 
determined to do’all they can to ‘save’ tlatse. States for capitalist 
exploitation, and will not ficsitato to play upon nationali.st senti- 
ment in order to achieve their ends. 

The H'orA nf U.M.RJiJi. 

' I 

The. need i()r ('lose co-operation hetweeti the countries of 
Europe lia,s become partic.iilarly urgent now that the work of 
U.N.K.R.A. has been brouglit to an end. U.N.R.R.A. was given 
barely enough rcsourta's to carry through \ip to theond of 1940 the 
e.sscutial tusks of irmncdititc relief that had been entrusta! to it, 
and to umkc a very small contriljution towards the rehabilitation 
fil'tlu! c;ountrie.s withwho-se fortunes it mi» concerned. At itti etuTun- 
stage it had becai said that Ity the. cud of 1946 tlie (’.ountrit^s 
which had been getting help Irom U.N.R.R.A. would be hi a 
positiou.to stand on their own feet, or at any rate to secure loams 
that would enable them to complete the work of economic, 
recovery without furtlwr gifts. It wtis, however, pkitv by the 
middle of 1946 that these hopes could not possibly be fiillilled-— 
unless indeed large loans were to be given on a non-commercial 
ligsis and with little or no praspect of tlieir being 'Vepaitl. There 
was, moreover, still the intractable problem of the ‘displaced 
persons’; for^jit had been ftamd that, after the less dilBcult 
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repatriatioi:^s had been carried through, there remained a large 
mass of practically homeless persons for whom some continuing 
provision had to be made. About six million persons had been 
repatriated under U.N.R.R..A.’s auspices shut a million — alldifh- 
cult cases — ^were left. In order to cMal with these it was proposed 
to set up a separate international organisation ts> I'eplace 
U.N.R.R.A. ; but even when this was in train it#was dear that 
many other iirgent needs remained to be met. Up to August, 1946, 
U.N.R.R.A. had shipped to the thirty-nine coimtries affected by 
its operations about 14 million toxi^ of supplies; it had received in 
contributions from the countries in a position to help ne'llrly 
3,700 million dollars, and had spent or assigned practically the 
whole of this sum. By the end of 1946 there would be no funds 
left, unless the contributing countries agreed to allocate further 
sums. U.N.R.R.A. was, however, already committed, even if its 
work in Europe was brought to an end, to continuer aid to China 
until March, 1947. The U.N.R.R.A. administration estimated in 
July, 1946, that the European countries aided by it would need 
about 1,100 million dollars’ worth of food imports for the Jbod 
year 194.6-7 in order to maintain a tolerable minimum standard 
of nutiition, but that, owing to world shortage, they would be 
unable to get more than about $750 millions’ worth, even if all 
dilBculties in the way of payment were removed. Allowing for the 
spending of $300 millions of U.N.R.R.A. balances before the end 
of 1946, this left a requirement of $450 millions to be covered. In 
^ addition, it was reckoned that the same opuntries would urgently 
’ need seeds costing about $60 nyllions aird fertilisers costing about 
$140 millions, without which their agricultural production could 
not be restored. Their imperative needs for fuel were put at $60 
millions; and it was stated that there were further pressing needs 
for imports ofi agricultural machinery and implements. Fossibly 
some part of these requirements could be met out of the proceeds 
of exports from the countries concerned; but it was out of the 
question for more than a small fraction of tlie need to be met in 
1947 from this source. o * 

The U.N.R.R.A. administrators appealed to the supplying 
nations to ensure that these needs should be met. It reconymended 
that a part of them should be fimuTCcd by loans froyi the new 
International Bank for Reconstruction and Development; but 
clearly such loans woiild be available, if at all, only for recon- 
strtDeuon projects and not for sheer relief, It seemed clear to tlroae 
who were moSt closely in touch with the work and knew hoiv 
desperate dae position in* 1947 waslikely to be that theright course 
would be to continue U.N.R.R, A, in being for a lirrther period 
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and to vote additional arnns in the form of ilirthcr levies based on 
the national incomes of the contributing c(nintries. 

This, howcvei’j did not happen. It was made clear that the 
United States wiis not^jrepared to make tiny further tamtriliution 
to U.N.R.R.A. ; and, as the 'United SttUes was by far the largest 
eontrilnttor, its decision wa.s liiud. 'I'he motivc.s that Lay lieliind 
this premature disbandment of U.N.R.R.A. were mixed. It nais 
alleged that the funds were being misused, as douluktss to .some 
extent they were, above all in China; tlmt there wtis political 
diijgdmiiiatioa in the use nuulc of thi'iri in eountric.s under 
Communist control—as there may have been, l)ut hardly more 
in shell eoimlries than itt others; th;it.(liegtfi,s of U.N.R.R.A. were 
interfering with the re-e.stabli.shment of ordinary capitalist 
trading; tliat they were being vtsed to bolster up Coveniments 
which the U^iited States disliked; and linally that the American 
people had Itcefi generous enough, :ind could not be expected to 
vote yet more money in aid of countries which ought to he tiblc, 
by 1947, to look after themselves. Great Britain also, in face of its 
heavy oliligations in Germany and elscwlterc, expressed its in*' 
ability to make further contributions. Under the weight of all these 
criticisms, U.N.p.,R.A. was wound _up without any new agency 
being set up to replace it, except in its functions in respect of 
Displaced Persons.^ Its dis.appcarance was a tragedy, not only 
because of the direct suffering which it entailed, but also because 
it was ti clear sign of the waning of the .spirit of internationtii 
collaboration in tlic la.Vis of re-building the ilcvastatcd world. 

Eufops’s Med for Furllier Help * 

U.N.R.R.A. ha.s undouhlcdly been of immense value in |ire- 
ventin^ sheer sitrt vation in many of the Ulicrated countries since 
they were set free. It i.s, however, undeniable that B; was set up on 
too narrow a basis, and on too ojitiniislic assumption.^ about the 
possible rate of economic recovery in tlie devastated countries. 
The basis was too* narrow because U.N.R.R.A. was planned 
mfiinly as a relief agency and wa.s able to mtike only a small con* 
tribution to rehabilitation and none at all to long-run redevelop- 
ment. 'Khe original idea was, no doubt, that these tasla should be 
taken over by the International Bank; but that idea pre.suppo.setJ 
the credit-worthiness of the countries concerned in a commercial 
sense, whereas it has turned out that they need gifts of capital for 
reconstruction as well as actual day-to-day relief over a longer 
jMiriod than was provided for when the plans wefe made. More- 
over, if in these respects the plight of lifcatcd Europe is serious, 
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that of China is evidently much, worse— especially should civil 
war between the rival Chinese Governments be continued despite 
the attempts to persuade the Government,of Ghiang Kai-shek to 
arrive at a reasonable accommodjition with the Chinese Com- 
munists and with the ‘liberar groups in China as a whole. 

U.N.R.R.A. has been, perhaps of necessity, an intamational 
oi'ganisation controlled entirely by the countries which have pro- 
vided the relief, though its working stafl' has included many 
citizens of the receiving countries. It has been a most valuable 
experiment in international co-operation among the fomrer gr^up 
of countries; but in the naturq^of the case it has been unable to 
take any p’ffcctive action tb promote co-operation among* the 
countries which have been its beneficiaries. What is now lacking 
is a policy, in the hands of a much-needed successor, that will 
both bring the beneficiaries as responsible partners into the con- 
trol, and lie able to attach to its grants reasonable conditions 
about the co-operative behaviour, of the Governments of the 
recipient countries. An agency armed with powers of this type it 
could become a most useful instrument in helping the countries 
to replan their economies on less nationalistic and moTe mutually 
beneficial principles. It is, however, too much^to hope that, in 
the present state of the world any such thing will be done. 


airjr\PTiui v 

MORALS AND POLITICS. DEMOCRACY. 

' CONCLUSION 

XlIE ClIAltTER Olf THE UNITED NATIONS IlCgillS wltll a 
S('«';a of paragraphs which pfol(S.s to .set forth tlic ftmdaiiicnla! 
priiidplcs by which “the people, s pf tht^ United Nation, s’* mean to 
be guided and tlie essential objects which they jiropose in common 
to pursue. The UniU'd Nations, w<; ius; there told, are determined 
not only “to save .succeeding generations fi'om the scourge of 
wai",” Invt ulco “to n^ailHrm faitli in fundamental Iniman rights, in 
the dignity andNvorth of the human [lerson, in the equal rights of 
men and women and of nations large and .small," and “to practise 
tolerance and live together in peace with one another as good 
neighl)our.s.” 

with whdt sincerity, and with what succe.s.s, arc the.s(i principles 
actually being Followed, or these object. s jnjrsucd? If the words 
I have just quoted have any meaning, thtiv most lie. taken a.s rtder- 
ring not to some human being.s only, Imt to all, and not merely to 
the Uiut<'d Nations in their dealings one \vilh another, but to tlnj 
whole world, at any rate tis far ;ts the inihicnett of the United 
Nations extends. They i\oi.st apply to Cerniiins and Atrslrians and*' 
I talians - to .stiy nothing of Indifms ivnd AlVican.s and Atiierican 
negroes- - us much a.s t.o Isuglishmcn or Amcrican.s or Rn.s.simis; and 
they must ttpply^to litid men as well a.s to good, and to mistaken 
men as well ;ls to'those who tltink aright. If they clo not .so apply, 
they are not stiilemeiUs of recognised “fundamental human 
rights": they are hypocrisy. Yet liow is the belief that they are 
meant to ajijily to till munlviud reconcilable with the course of 
hiptory since the Isfazi resi-stance collapsed? It may be said that 
U.N.O. !.s not' to blame for what has 1k;ms done by the leaders of 
the United Nations in another capacity— as dictators of the peace 
en.suin|f‘ upon tlic unconditional .surrender of the enemy. But 
U,N., ifndt U.N.O., must bear the responsibility for these efoings; 
and the .same men, a.s leadens of their rmtians, are Ki.sponsible in 
both fields of action. 

Ghallmgs id Civilised Values 

I ask; Is it consistent with the Preamble to the Charter of the 
United Nat jpns to decree the mass removal of populations under 
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conditions vrluch are bound to cause intense suffering, dreadful 
privation to many entirely innocent persons, and to many death? 

Is it consistent with the Charter to pou); millions of displaced 
persons into a territory that is already desperately short of food? 

Is it consistent with the Charter,® or with the long-recognised 
principles of international law, to keep the, civilian poptilation of 
an occupied country on a starvation diet, and at tlfe same time to 
deny them such means as they could have of working for their 
better subsistence by makinfj the best use of their remaining pro- 
ductive resources? Is it consistent with the Charter to punisli^he 
children who are being born fo^^thc sins of their parents, or for the 
sins of persons whose only connection with them is that of belong- • 
ing to the same nation? Is it consistent with the Charter to argue 
that because the Nazis did evil, their conquerors are entitled to 
follow their example? 

All through this book I have been keeping a curb on my pen, 
and stating facts coldly as facts with as little moral commentary as 
possible, I have done this deliberately, because, I wanted my 
readers to understand why the world is in the parlous condition to 
which it has been reduced, and why it is a matter 'of so much 
difficulty to straighten out the tangle of human affairs. But 
I cannot let my book go without saying something of what I feel, 
or without preaching a little, as well as endeavouring coldly to 
elucidate the facts. 

Tliere will Ik; no novelty in what I have to say, Other men have 
.said it, and are saying it every day; and*I hope, more and more 
men will keep on saying it wlijstcvcr happens. For it is the plain 
truth that we are at the crisis of our civilisation, and that the hope 
for the futui'e depends on our success in kcTOing^^thc knowledge of 
what is good alive among men, even if, luioer stress of thg times, 
their collectivt? deeds are terribly evil. ^ 

Why they are evil is all too plain. It is because our ‘goodness,’ 
such as it was, in our collective bcha'Viour, was a part of a certain 
traditional way of living which had been gradually built 
among us and appeared to provide a framework of Security within 
which we could afford to practise virtue and decency, not in a 
thoroughgoing fashion, but to an extent that was by ncy means 
small in relation to the record of the human past. Our inter- 
national morality was always greatly inferior to our private 
morality; but as long as the foundations of living were tolerably 
stable the one .was influenced by the other. As men grew more 
humane in then’ private dealings one with another, they threw UJ) 
rulers and statesmen wlSb were also somewhat more humane in 
their pdblic dealings. The morality of States foll^^ed behind, 
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private morality; but it moved, however slowly, in the same 
direction. 

The Moral Basis of Western Civilisation 

At any rate, tins was true' of Western Europe, of the United 
States, of the British Dominions, and, I think, of a mmiber of 
other couutrict, as well. It is easy to ])oint to the shortcoinings of 
moral coiuhict, on the part of individnal.s a.s well as tif Stat:e.s, 
within this privileged region— privilc\geil becaus(‘ it was in enjoy- 
mt;ftt collectively of a ijroductive power far bc’yond anytliing that 
any great body of men has even' been in command of bel'ore. I'hc 
impVovement in p<nsonal morahly nui.st, indeed, be regarded 
largely as a by-product of (his accession tif wealth. We grew 
kinder one to .'mother, we children of the Industrial Revolution, 
Ixxause we had to .struggle less for the bare means of living, and 
because it becalnc less necessary for those who coveted riches, 
even moderate riches, to trampk^ hard and consciously on others 
in order to gt;t them, Much trampling tlitsrc was still; but it was 
less sheerly brutal and, save exceptionally, much le.ss con.scious. 
No one who studies with any care the history of any West 
European society over the past two centuries can doul)t that 
humanitarianism has made an immense, though limited, advance. 
It is not important to decide liow much of this advance was due to 
pressure I’rorn below, and how mui;h i.o compunction that alfccted 
all groups save the lowc.st. What maUers is (hat the cliaugc did 
occur, and that many ffirms of tyraimy atul of remediable suffer- . 
ing that our ajiccstors hardly bleicchcd at had become intoleralile 
to us only yesterday, wlmnover we were comsdous of tlicm a.s being 
inllicted upon men and women wlaan we recognised as being like 
ourselves. ^ 

Tlu; r(\si'rva( ion contained in the last seven wotd.s of the pre- 
ceding sentence is importajit. 'riie improvement in human 
manners applied most withitt the range of personal contacts, The 
actual sight ol’grtiss tyranny or of remediable aullering came to 
aftcct us mord: And we also learned to generalise from What we 
saw to what we might any day sec, so as to extend our sympathy 
from these ^vllom we saw to others like them who might be in like 
ca.se. 'X'hi.s'synipathy, however, grew weaker as it ranged furilicr 
aliclcl. It was reasonable that wc should care more about the con- 
dition of our own fellow citizens, whose likeness to ounselves we 
could most easily appreciate, because in their case fippreciatlou of 
their plight was associated with the possibility of action to improve 
it. We could not only be 'charitable* tt our fellow citizeas: we 
could also layoke the aid of the State to relieve them; wliereas, in 


the case ofAhe citizens of other States, the main responsibility 
evidently _rcsted clsewhe.re, even if we could not divest ourselves of 
all .share in it. But it was not reasonable, however natural, for us 
to feel as little sympathy as we did for the stdrerings of people who 
had different coloured skins from o«rs, even where our State had 
made itself by conquest ressponsible for their governmegt. It was 
unreasonable, but natural, that we continued sto tolerate in 
colonial territories tyrannies and sull'crings from which we should 
hiive recoiled if we had found them occurring nearer home. It was 
natural, because these colonial peoples were less obviously lilce 
ourselves, and therefore less readily identified with ourselvefby 
the imaginative act of putting tiurselves in their place. 

This imaginative act is the necessary foundation of that sym- 
pathy which lies at the root of decent conduct. Assimilation of 
manners has been a vital factor in the growth of Ijiumanitarian 
sentiment; and it has been also one of the chief products of 
advanced industrial civilisation. For this assimilation is possible 
only when enough is being produced to lift more and more of the 
people out of the slough of sheer primary poverty, and give t;}iem 
some command over the decencies of living. As the poor get father 
less poor they ape the manners of their ‘better^,’ who begin by 
sneering at them for doing so, but come pi'csently to recognise 
that they not merely arc trying to appear, but actually are, of 
much the same human stuff. Thus out of ‘economic surplus’ ^ 
comes a growth of common humanity. The reformers are always ‘ 
.trying to accelerate this growth, and are therefore constantly 
dwelling on its shortcomings; bgt the growth is real. Or rather, it 
seemed real and solid, until only the other day. 

Moml Standards in British Society •> 

And it is real — here at home. In Great Britain at any I'hte, we 
are still trying to improve on our standards of collective social 
behaviour and are setting ourselves higher objectives in the fields 
of social security, democratic education, health and the amenities 
of town and country living, nbt for some people ctily, but foi^’us 
all. In other West European countries that have been much more 
shattered by war than we have been, this progress has been sadly 
interrupted; but I believe the desire is there to resunte it at tlie 
earliest possible moment. The charity that begins at home has 
become— at home-more inclusive and wider, and is coming to 
be taken by the majority of the people more as a matter of course. 
But abroad? There too we lay plans, create Economic aiyi 
Social Councils, Food and Agriculture Organisations, and acetmt 
through UiN.R.R. A. and in other ways some resijgnsibility for 
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the well-lxhng of peoples besides our own. Yet, side ,Uy side with 
these doings, we acquiesce in horrors unmatcdied in the dealings of 
civilised nations for centuries past. There is .stark contradiction in 
our attitude: with oiuf hand we relieve, while with tin; other we 
smite tlie innocent equally with the guilty. 

Why sq? Bcc:ause, when the ca.se is put to us in terms which we 
can readily appreciate as those of human oliligation, .such as wc 
have learnt to ob.serve increa-singly among onr,selve.s, we are ready 
to .shoulder the burden. When, however, the ea.se for common 
luimanity gets mixed up with pther issue.s, the. .straight ap|jeal to 
sytSpathy is lost. There is little will among us to make the German 
^ peoplij; sulfer, innocent us well as jii'uilty, Inibics a.s well tus adults; 
but there is a eallousness to this suilering, wiien it appears not as 
a thing inllicted deliberately, but tis a by-product of something 
else. 

r 

llie Nazi Legacy to Western Europe 

•It is of cour.se far easier for us than for mtist of the peoples of 
We, stern Eurojje (I shall come presently to tho.st; of the Etust) to be 
merely callous and not revengeful. Being bombed is liad; but it is 
not at all comparable with being occupied and enslaved — the 
more so liee.-iusc the bomber docs not present himself, day after 
day, in vi.sihle human form. He has an elemental, inhuman char- 
acter that fails to arouse anger as readily as the tyrant walking the 
earth. It would be absurd to expect the peutdes who have suli’crcd 
occupation not to fed lUMch more liittcrly than we. dp towards the .. 
Germans. Yet, even so, 1 doubt juf many Ercnchmcn, or Dutch- 
men, or Belgians it'd any desire to starve the German people in 
order to avenge their wrongs. I'he .sent iment ol'cmnmon humanity 
in them, !is in us, frill assert il.sdf, as ati dement in their traditional 
way of fhought auti Icding, whenever the ca,se E pu* clear of other 
entanglements, As for the Atncrican.s, tlicy Itavc least ground of all 
for forgetting their eauunonJiumanity; for the Na’/Js never hurt 
them as they Imrtms— -much kt® as they hurl the peoples of 
occupied Euro^te, 

The Terror in the East 

_ In occupied Europe, too, there are important differences, It is 
vital to reincrabcr that war wiwt not waged by the Nazis at a tml- 
form level of brutality in East and West. Nazi methods were 
bestial enough everywhere; but they were far more bestial in 
Ikstern Europe— and above all in the Soviet Unioh— than in the 
West.^ The hemnvolk had a nice way oMiscriminating between 
‘inferiors.’ Their radal doctiine was neatly graduated: to them, 
1086 


West Eiirop^us were on the whole inferior men, whereas East 
Europeans, and especially Russians, were merely vermin. It is no 
wonder if the legacy of hate left behind in Eastern Europe is much 
more bitter than anywhere in the West? The West hates its 
(Quislings more than it hates the Ge:^nans; but many of the Quis- 
lings were Quislings just because the Nazis regarded the Western 
peoples as human inferiors, and not as altogether outside the 
human pak=!. ‘ 

There was logic in this distinction, horribly perverted as that 
logic was./Ehe peoples of the Wes^ wm more civilised than the 
peoples of the East — becaiise they were less poor. They •wffe 
bettei’ educated, more skilledinithe arts of production: they could 
contribute more as serfs to the triumph of the herrenvolJc. They 
were worth keeping, if they could be tamed and made to work for 
their conquerors’ advantage: whereas the peoples of the Eastern 
part of Europe would be all the more uscllil if they were thinned 
out. They had no individual value, in the Nazi scale. The more 
died, the more free land for German settlers, and the more 
.surplus for German appropriation. So why should they not be 
killed? The logic was complete, and was the easiqr to apply 
because it was easier for the Nazis to teach the German people to 
regard Russians or Poles as vermin than it could to teach them 
so to regard people with habits and standards of living more like 
their own. It was the same thing, .carried of course vastly to 
excess, as the Englishman’s readiness to behave to a ‘native’ in 
Kcitya as the same Englishman would* not have thought of 
Ijehaving to a ‘native’ of Lancijshirc or of London—or even of 
Ireland — he had had the chance. 

?7« Rmim Rmciion to J^azism ^ 

In Ea.steru Europe, Nazi liendishness met Rus.sian furiou?rcsist- 
ance. The character of war as waged on the Eastern Front— as 
also in Japanese-occupied areas — ^wa? such as to uproot all civi- 
lised conventions. The ‘law of nations,’ as evolved over many 
centuries of Western development, went simply for*uothing. The 
blame for this rests on the Nazis; for they scorched the soil of 
human decency in their first attack, as they had done alipady in 
Poland. It is, hoMfever, undoubtedly the case tliat in tl;,e Eastern, 
theatre of war there was much less of civilised convention to 
destroy. The Soviet Uitioh had fallen heir to an empire which had 
never experienced the mitigation of manners that follows upon 
indtstrimisatiofl when its first impact of rutMessness is over and 
its material gains begm |o filter down to the main body of the 
people. It is not too much to say that the Russians, though they 
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had no cult of a-uelty, such as gave the Nazi creej,! its taint of 
madness and horror, had no tradition of loving-kindness cither. 
When the Nazis made war ui)on them with every act of savage 
bestiality, they hit back with many Icvvc'r inhil)itious than the 
[)copl(;s of the W(,;st. I am ifrot stsdiing to lilame tluan for this: 
tliey had far too much to bear for blame to be in question, 1 am 
noting tlic faqt, because it has a vitally imjjortaut liearing on the 
problems witit wliich this book is an attempt to deal, d'he 
Russians reacted a.s no people could lutvc Isecn much blamed for 
rtiacting under so sev<u'e a strain, and ;is they, in tlie light of their 
history, were bound- to react? War in tlie Ihist became, by the 
Nards’ fault, on both sides an appalling horror. 

There is no need here to go into details. The sheer lacts are not 
in dispute. What emerged ifom lliem, on the Soviet side, svlum it 
came to considering the conditions of peace, was a policy drawn 
up in a moult of ruthlessness that lei’t wholly out of account every 
element of immediate human sullering. The Soviet leaders were 
determined that the {)rdeal llirough which tlieir pcfiple had 
]:)assed — tmd that had destroyed a great part of the ilower of their 
rapidl)' advancing culture— should never be experienced again, if 
anything they coidd do would help to prevent it. In this spirit they 
pushed the Poli.fli frontier forward to the. Oder-Niesst; Line and 
decreed mass-expulsions of German ])opuIations withottt earing 
whether those, ^vhom they expelled would die on the journey, or 
st.irvc when it was over*, or, by crowding in among already over- 
crowded populations jn wliat w;is left td' Gennauy, spread 
staiwatiou and de.spair wherev^a' they wctit. They wei'e not" 
punishing the Gerin.ans in doing lhi.s: (hey were .simply d).s- 
regarding the fact that they were Imman beitsgs posstsssed of 
elementary rights. 

H7i«« We were to Blame 

Nothing could prevent tLc Soviet Union from following this 
policy when its leaders had decided to follow it. In the areas 
ocreupied by t|ie Red Army the Soviet Union could, in tlic last 
resort, do what it pleased. There was nothing and nobody to stop 
it,; if its course w'as finally set. ’rhi.s was the cxcu.se advanced by 
the leadei'i of Great Britain and the United States for acc|uic.sccnce 
and indeed for the positive ciidooement of the Soviet policy 
embodied in the Potsdam decisions, What else could they have 
done, the Western leaders in effect asked, unless they were pre- 
pared in the moment of victory to break the unity of the allied 
nations and to bc^in at once to preptarg the line-up fo|' another 
world Wiu:? The difficulty in which they wei'e placed is obvious; 
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but they did t]je wrong thing. They could not have prevented the 
Soviet policy, but they need not have become parties to it. They 
could have accepted its consequences under protest, without 
accepting the policy itselfj and they could Have insisted at once 
that, if the Soviet Union persisted |n its programme of mass- 
deportations, they must reserve the freedom to take ai^ steps 
that might be necessary in their own zones oi" occupj-tionro pre- 
vent disaster from spreading over all Germany. They should not 
have agreed to receive deportees into their own zones without 
adequate guarantees that the food surpluses of the Russian zone 
would be available for feeding them; and they should not ha’ifS 
agreed to any*plan for the scaling»down of industry in theWe^*r 
for the remoVJil of plant as reparations until there had been mne 
to survey the position and to find out how much industrial 
capacity the German people would peed to retain in order to live 
at a tolerable human standard. It rhay be answered* tlfat they did 
try to do gome of these things, after Potsdam. But the mischief 
was done when, at Potsdam, Mr. Churchill and Mr. Attlee 
between them let the Soviet policy of mass-expulsions — and 
therewith, to make matters worse, a not much modified version 
of the then American policy of ‘pastoralising’ Germany — become, 
without open protest, agreed decisions of the llhited Nations. 

It would have been infinitely pi*eferable to face fierce Russian 
anger then than to face the same anger now with the damage 
done and part of the moral responsibility for it resting on the 
\yestern. Powers. % 

We could not have stood out against the deportations. But we 
might, if we had stood out at Potsdam, have been able to do a 
good deal both to regulate their pace and to mitigate their 
effects; and we might have gained valuable time* for arranging 
better for the settlement of the deportees and for placing thorn in 
productive work. Above all, by keeping our htuids clean, we 
could have given ourselves the chanpe of helping to lay the 
foundations for a new democratic Germany; whereas, by 
acquiescing and accepting, even if reluctantly, we poisoned tho 
peace for our own people ahd wrecked our best chance of restoring 
Germany, or most of it, to the cultural inheritance of the„West. 
Our politicar immorality did not pay; we are now reding its 
, bitter flniits. 

The Comqumes of Apostasy 

Of these fruits, which are setting the teeth of the children of^ 
Geimiany on ed^, I havc% written, in that aspect, in an earlier 
chapter.! am concerned here with the eating of thei^ in Great 
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Britain and in Western Europe as a whole. The outcome of our 
apostasy from the tradition of Western culture is a mood of deep 
disillusionment among our own people. This appears, so far, only 
in tlie realm of Ibrefgn rehuions; and its social consequences are 
still masked by the contimfince of a good deal of social idealism 
in homp affairs. Wq are still, on tlie whole, keen on doing some- 
thing to ensure that our neighbours get a fairer deal, and we are 
still, on the whole, desirous of conducting our domestic politics on 
decent principles and with very little hate. We are also lor, the 
most part still prepanxl to, respond to a sheeriy humanitarian 
t^rpeal from beyond our frontiers, when we can so disentangle it 
asi»tp see it dearly for what it is! .Ikit we have lost all faith in the 
practicability of making this decency the foundation of our 
attitude in world politics. 

This docs not mean that wc have substituted for this decency 
any other Toimdatiou. We have not. Wc have not gone over to 
Soviet ruthlessncss in the pursuit of sharply defined ends— much 
less to Nazi idealisation of the nndtu'-man. We have merely 
ceased, in international afl'airs, to have any guiding principles at 
aU,‘or to know cither what we arc aiming at or how we propose to 
take even the next step. This is not simply or mainly a criticism of 
Mr. Bevin as Foreign Minister: he is a victim of the situation much 
more than its cause. Perhaps, if he were a greater man than he is, 
he could do more than he is doing to re.triin'e past mistakes. 
Indeed, I am sure he could. I'he siluatiou, however, is not of his 
making. It is the outthome of a moral apostasy, a falseness to tltp 
tradition of Western civilisatioig which has left the entire people 
adrift and has practically abolished public opinion, as the mouth- 
piece of tluit tradition, and th\i.s deprived it of any power to make 
its voice hcarch in the shaping of our national course: in inter- 
naticyiial aifairs. <■ 

What is to bt Done? 

What is to be done? We must set out, in partnerahip with every- 
<3ne in Westorn Europe who is prepared to help, to bring back the 
tradition of Western civilisntton as a practical force in world 
affairs.. If the attempt to achieve this involves us in unfounded 
charges pfplotting against the Soviet Union, let us at any rate be 
able to feel that wc are being attacked for filing to do the right 
thing, and not merely because our shilly-shallying reveals our 
weakness of purpose and so lays us open to trouncing. And, if we 
(*w3sh to uphold certain moral valwci in which we believe (and 
arc disposed to regard ourselves as a ewt above the Soviet Union 
for believing-— whidi is a very common attitude) let ua at all costs 
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behave as if Wc did believe in these values, and not merely jabber 
about them. The Soviet Union respects strength, as it despises 
weakness and uncertainty of conduct. If w^wish to convert the 
Soviet Union to belief in ‘deniocracyg’ as we understand it, let us 
at any rate show the Soviet Union thlt our ‘democracy’ deserves 
its respect. . , 

♦ 

The Historical Roots of Western and Eastern Democracy 
So I come back, at the end of this long book, to the word 
‘democracy.’ It is the profession of c?ur country that it believes in 
democracy apd seeks to move sjteadily towards it. But we |re 
all too apt ,to talk as if a vmiingness to move, at any pttce, • 
in a democratic direction were the same thing as being already 
a democracy; and we are also much too prone to argue that 
because we dioose our Government by a method near to uni- 
versal suffrage we have said the last word in the application of 
the democratic principle. I have made it clear in earlier chapters 
that 1 appreciate highly the value of these achievements and 
tendencies arid regard them as constituting important elements- of 
democracy in our society and as the basis on which we dhn build a 
more thoroughgoing democracy, if we want it enough. I wish, 
however, again to stress seven points which I have made in 
previous chapters, to wit — 

(l) That the elements of democracy in our social system have 
• been inserted into a pre-existing aristocSratic structure, which 
^ still retains a large amount ofyower, and that they have been 
.'thus inserted with success owing to certain historical causes 
which have been present in Great Britain and in a few other 
countries, but not over most of the world, '' 

(a) That the most important of these historical causes has 
been the rise in productivity which followed the Industrial 
Revolution, and made it possible ’tfor the main body of the 
people to be raised above primary poverty, afid thus to become, 
by stages, competent to use' the forms of activ'fe citizenship 
which the aristocrats had created for their own exclusive use. 

If the Industrial Revolution had meant, as it did for a time, 
‘increasing misery,’ tliis would not have come about. It did 
mean, and involve, in the longer run a rise in standards of 
living and education that made the main body of our jjeople 
bourgeois, m comparison with the main bodies of people in the 
countries which the Industrial Revolution did not reach save* 
in the form of intenaef Exploitation from outside. 

(3) That in the absence of such economic deiuelopments, ^ 


there can be no basis for a social evolution towards a type of 
democracy capable of taking over and adapting the political 
instruments of arijtocratic government~“that is to say, for the 
successful working of a parliamentary system sucdi as we are 
accustomed to in' Wester! Europe, and that accordingly, if an 
advance towards •democracy is to be made under such con- 
ditions, it lias to be made by radically dillercnt methods and is 
bound to involve the creation of a new kind of political 
machine. 

(4) That the political machinery appropriate to the con- 
ditions postulated must be of such a character as will most 
r 1?>43idly assist in the creation of an educated people, armed with 
the means of raising itself out of poverty and of achieving the 
qualities that will enable it intelligently to debate its own 
affairs aud to form a social and cultural tradition of its ownj 
and that such machinery is bound in its early stages to be 
highly authoritarian and intolerant of differences which may 
delay or prevent the successful consolidation of its democratic 
foundations. _ • 

* (5) That it is reasonable to expect such a society, as it escapes 
from poverty feels more secure, and produces a more educated 
people, gradually to throw olf its more authoritarian character- 
istics, to become more tolerant, and to acquire many of the 
^ same characteristics as societies which have followed a different 
course of evolution towards democracy. 

(6) That, nevcrtlftless, dilfcrent national inheritances of cul- 
tural tradition will lead tm dilfcrent Ibrms of democratic 
expression in different societies, aud to differences in values 
and especially in the emphasis laid on this or that aspect of 
lib^ty and democracy. 

The Future qf World Comntmni 

(7) Last of all, that, accordingly, there will always be great 
^difficulties in the way of comprehensive world government, 

which mtftt rest on comproiiiisc between varying national 
valuations, expressed in different sets of institutions, sometimes 
irreconcilable in any full senses and, finally, that the largest 
measure of success in reconciling and harmonising these differ- 
ences is liltely to be achieved where the fullest opporttmity is 
afforded for regional co-operation of like with like, wltlrin the 
wider framework of world co-operation In suq|i mattm as do 
not present irreconcilable differences. 
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